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PART 1965 - REAL PROPERTY

Subpart E - Prepayment and Di spl acenent Prevention of
Mul ti-Fanm |y Housing Loans

81965. 201 Ceneral

Requests to pay Multi-Fam |y Housing (MFH) loans in full require that
certain actions be taken to ensure the affordability of housing for specified
tenants for a guaranteed period of tinme. The requirenent applies to al
projects, whether or not they are subject to restrictive-use provisions or
prohi bitions on prepaynent. This subpart provides step-by-step guidance for
use by Farners Home Administration (FrHA) and MFH borrowers when prepaynent
requests are made. The steps outlined are mandated by the Rural Renta
Housi ng Di spl acenment Prevention Provisions of the Housing and Comunity
Devel opnent Act of 1987. Wen a MFH project is subject to multiple FrHA MFH
| oans, and the borrower offers prepaynent or paynent in full for one or nore
but not all of the MFH | oans on the project, the borrower will not be allowed
to pay off the nmbst restrictive |oan w thout invoking the prepaynent
provisions of this Subpart, unless the borrower agrees to be bound by the nore
restrictive provisions for the balance of the tine period renmaining on the
nore restrictive loan being paid in full.

§1965. 202 Definitions.

Affordabl e housing. Housing with a rent rate which does not create new
or increased rent overburden for tenants of prepaying projects.

Di spl aced tenant. A displaced tenant is a tenant who is either forced
to nove froma project or a tenant who experiences new or increased rent
overburden as a result of prepaynent of a MFH | oan. The new or

i ncreased rent overburden may occur at the time of prepaynent or at any
time in the future restrictive-use provisions are in force.

Inconme limts. Very low, |low, and noderate incone are defined in
accordance with Exhibit C of Subpart A of Part 1944 of this chapter
(avail able in any FnHA office).

Letter of priority entitlenent (LOPE). A letter issued by FHA to a
tenant di splaced through a prepaynent action that will give the tenant
priority on waiting lists at any FnHA project for which they may
qual i fy.

DI STRI BUTI O\ W5DC Security Servicing
Real Property
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Local nonprofit corporation or public agency. A public agency or
nonprofit corporation which operates primarily in the local comunity
and its trade area. Local nonprofit corporations nmust have a broad
based board reflecting various interests in the conmunity or trade area.
A public agency nust be organi zed in accordance with State and | oca
statutes. Either type of organization nust include as one of its
primary purposes devel opi ng or nmanagi ng | owi ncome housing or comunity
devel opnent projects, which neet the requirenents of 8§1944.211
(a)(10)(i) of Subpart E of Part 1944 of this chapter. County-w de
agenci es/ corporations may neet the definition of |ocal organization if,
in the judgment of the District Ofice, the community's trade area is
county-w de. Tenant associations and cooperatives nmay neet the
definition if they are organi zed as nonprofit organizations.

Market Area. The market area is the comunity in which the project is
| ocated and those outlying rural areas which are inpacted by the project
(excluding all other established comunities).

Mnorities. Individuals such as nmenbers of the follow ng groups:
African-Ameri can, not of Hi spanic Origin; H spanic; Anerican Indian or
Al askan Native; and Asian or Pacific Islander. Refer to RD Instruction
1900- A (available in any FnHA office) for further clarification and a
description of each group

Prepaynent. A |oan which has been paid by the borrower in full, before
the loan maturity date. After a prepaynment, no FnHA | oan remains on the
property and the property is renoved fromthe FnHA program although
restrictive-use provisions may remain.

Prohi bition on prepaynent. Loans which nay not be prepaid prior to the
final amortization date as described in 81965.208 of this subpart.

Protected population. |Individuals or famlies, whether very |ow, |ow
or noderate income, who are current tenant or wi sh to occupy rura
rental housing (RRH) or |abor housing (LH), and who are protected by a
particul ar restrictive-use provision.

Regi onal or national nonprofit corporation or public agency. Any public
agency or nonprofit corporation neeting the conditions in 81965.216 (c)
of this subpart, which operates in an area |larger than the |oca
community and its trade area, or, if a nonprofit corporation, does not

al so have a broadl y-based nmenbershi p and board of directors reflecting
various interests in the conmunity or trade area, and does not have
anong its officers or directorate persons or
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parties with a material interest in (or persons or parties related to
any person or party with such an interest) in |oans financed under
Section 515 that have been prepaid. The primary purposes of the

organi zati on need not include devel opi ng or managi ng | owi ncome housi ng
or community devel opnent projects.

Rent overburden. Shelter costs (rent and anticipated utility costs)
exceedi ng 30 percent of a tenant's adjusted incone, or the anount of
paynment designated by a third-party payor as shelter cost, whichever is
greater.

Restrictive-use provisions. Conditions restricting the use of the
property to housing for very low, |ow and/or noderate-incone tenants,
whet her or not the FnHA loan is in force or has been paid in full as
described in 81965.209 of this subpart.

Section 8. Tenant rental subsidies as provided under the Housing and
Ur ban Devel opnent (HUD) Section 8 Housing Assistance Payment Program

Unsubsi di zed conventional housing. Housing which receives no interest
or project based rent subsidies, and which has no maxi numincone limts
for its residents. Wen a borrower submits a request for prepaynment of
the FHA [ oan, the anticipated use of the project will be considered as
unsubsi di zed conventional housi ng.

81965. 203 Nonprofit organi zation and public agency interest |ists.

Nonprofit organi zati ons and public agencies interested in being notified
of projects being offered for sale by FnHA borrowers w shing to prepay shoul d
contact FnHA. Local nonprofit and public agencies w shing to purchase
projects in one district need only contact the applicable FnrHA District
Ofice. Organizations or agencies interested in one state only shoul d cont act
the FnHA State O fice. National and regional nonprofit organizations
interested in receiving nmulti-state notifications should contact the FrHA
National Office. |Interested organizations should subnit their nanes,
addresses, contact persons, and the areas in which they wish to purchase. The
notification to FHA nust be updated annually if the organization w shes to
continue to receive notifications of pending prepaynents. FnHA will send
noti ces requesting the update at | east 30 days prior to renoving the
organi zation's nane fromthe list. The National Ofice will not verify the
eligibility of the organi zations requesting notification, but wll
periodically forward the nanes of interested organizations to State O fices.
The State O fice will periodically conpile a list of interested nonprofit
organi zations and public agencies and forward the list to its District
Ofices.
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81965. 204 Processing prepaynent requests and related rent increases.

(a) Chronological order of steps in processing prepaynent requests.
Prior to approving prepaynment of an FnmHA MFH | oan, FnHA nmust determ ne
the eligibility and ability of the borrower to prepay the |oan; attenpt
to keep needed housing in the very low, low, and noderate-incone

mar ket; and ease the transition of tenants that may be affected by the
conversion of a federally-financed project to unsubsidized conventi ona
housi ng. The remai nder of this procedure provides the chronol ogi cal
order for the actions to be taken

(1) Borrower witten request for prepaynment (81965.205 and Exhi bit
C of this subpart).

(2) Required notifications (81965.206 of this subpart).
3

) Evaluation of borrower ability to prepay (81965.211 and Exhibit
of this subpart).

(4) FrHA incentive offer and borrower decision regarding incentives
(881965. 213 and 1965. 214 and Exhibits D and E of this subpart).

(5 Eval uati on of project need by FmHA (81965.210 and Exhibit E of
this subpart).

(6) Approval of prepayment under exception authority (81965.215 and
Exhibit E of this subpart).

(7) Sale to nonprofit organizations or public agencies (881965.216
and 1965.217 of this subpart).

(8) Approval of prepaynent in the absence of interest in purchase
by nonprofit organization or public agency (881965.218 and 1965. 219
of this subpart).

(9) Actions to be taken in the event of restrictive-use violations
(81965. 222 of this subpart).

(10) Relationship of these procedures to other servicing actions
(81965. 223 of this subpart).

(11) Prepaynent of |oans due to advance paynents or conpletion of
anortized paynents (81965.224 of this subpart).

(b) Rent increases resulting fromprepaynent process. If rent
i ncreases are necessary due to the making of an equity loan to avert
prepayment with or without a transfer, the procedures for tenant




8§1965. 204 (b) (Con.) RD I nstruction 1965-E

notifications and cooment will be followed as set forth in paragraph IV
B of Exhibit Cto Subpart C of Part 1930 of this chapter. The reason
for the rent increase will be shown as "to neet the additional expense
incurred in order to avert renmoval of (name of project) fromthe FnHA
program ™" (Revi sed 08-30-93, SPECI AL PN.)

81965. 205 Borrower request to prepay.

(a) Prior to initiating a formal prepaynment request, borrowers

consi dering prepaying their |oans should neet with the applicable FrHA
Servicing Ofice to discuss the prepaynent request and the requirements
of this procedure. The borrower will be provided with Exhibit C of this
subpart, to aid in conpleting the prepaynent request package.

(b) At the neeting, the Servicing Ofice will informthe borrower that
the project will be eval uated as unsubsidi zed conventional nulti-famly
housi ng for the purposes of determining eligibility for incentives. An
appraisal will be conpleted to deternine if any equity exists in the
proj ect when val ued as unsubsi di zed conventional nulti-fam |y housing.
The conponents of the incentive offer, if any, will be dependent upon
the anount of equity as foll ows:

(1) If the project has equity in excess of the borrower's initia
i nvestnment, an equity |loan and a conbi nation of additiona
i ncentives may be consi dered;

(2) If no equity exists, but it can be shown that the project can
be prepaid and operated successfully in the subject market, a
conbi nati on of incentives not including an equity loan will be
consi dered; or

(3) |If, based upon the Servicing Ofice's know edge of the market
it appears likely the project would not qualify for an equity | oan
the Servicing Ofice should so informthe borrower during the
neeting. However, in no instance will the Servicing Ofice

per sonnel discourage eligible borrowers fromsubmtting a prepaynent
request, should the borrower so desire.

(c) Borrowers seeking to prepay MFH | oans nmust submit a conplete
prepayment request to the Servicing Official at |east 180 days in
advance of the anticipated prepaynent date (unless an exception is
granted in accordance with 81965.215 (f)(2) of this subpart). A
prepayment request will not be considered conplete nor will the 180-day
period begin until all of the followi ng itens have been submtted:

5
(Revision 1)
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(1) Awitten request to prepay the FnHA | oan on a specified date;

(2) Conplete and docunented informati on necessary to prepare the
prepayment report as outlined in Exhibit B of this subpart and to
make the required determ nati on needed to devel op an incentive offer
as outlined in Exhibit D of this subpart. Exhibit C of this subpart
shoul d be used as gui dance for the docunentation necessary to

conpl ete the request;

(3) Docunmentation of the borrower's ability to prepay under the
conditions specified in the prepaynment request. Exhibit C of this
subpart shoul d be used as gui dance for the docunentation necessary;

(4) Certification that the housing will continue to be adm nistered
in accordance with Fair Housing Act policies;

(5) A statenent fromthe borrower accepting restrictive-use
provisions in the rel ease docunents if the borrower wi shes to prepay
the | oan subject to restrictions; and

(6) Evidence that actions required by any applicable State | ans
rel ated to prepaynent have been net.

81965. 206 Revi ew of borrower prepaynent request by Servicing Ofice.

The Servicing Ofice will determ ne whether the prepaynent request is in
conformance wi th 81965. 205 of this subpart. Wthin 15 worki ng days of receipt
of a prepaynment request, the Servicing Ofice will take the foll owi ng actions:

(a) Return of inconplete requests. |If an inconplete request is
submtted, the Servicing Oficial will return the request to the
borrower specifying the additional information needed.

(b) Receipt of conplete requests. |If a conplete prepaynent request is
submtted, the Servicing Oficial wll:

(1) Acknow edge the request. Send an acknow edgnent letter to the
borrower specifying the date of receipt of the conplete request and
i nform ng the borrower that prepaynent conmmitnments should not be
finalized until FnHA issues a letter of approval

(2) Notify current tenants. Notify each tenant househol d by
Certified Mail, Return Receipt Requested, of the receipt of the
prepayment request and prepare notices for the borrower to post

6
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in public areas of the project. The notices are to remain posted
until a final determ nation is nade on the prepaynment request or the
prepayment offer is withdrawn. The Servicing Oficial will not wait
to determine if submitted information is accurate or if the
prepayment will be accepted or denied before notifying tenants.

FmHA CGuide Letter 1965-E-2 (available in any FnHA of fice) may be
used as a guide. The followi ng issues are to be addressed in the

letter:

(i) The borrower proposes to prepay the FnHA | oan and renobve
the housing fromthe FnHA programif all prepaynent
requi rements i nposed by FnHA are net;

(i
r

i) FmHA's prelimna
equ I

determi nation that the borrower's
est to prepay wi Il

ry
| Wi not be approved;

(iii) The likely effect of the prepaynent on tenants |living at
the project. Include:

(A the level at which rents at the project are projected to
be set if prepaynent is accepted;

(B) restrictive-use provisions the borrower has agreed to
maintain and the termof the restrictions;

(© whether Section 8 or State or |ocal subsidy will remain
with the project; and

(D) whether the borrower has the option to termnate Section 8
assi stance at the next renewal period (opt-out), and if so,
when.

(iv) FnHA must nmake a determination as to whether tenants
woul d be di spl aced due to increased rents, and whether there is
alternative housing available in the conmmunity that is
conparable in quality, size, location and rent structure before
deciding to accept the prepaynent;

(v) Conditions under which prepaynent will be accepted

(vi) A 30-day tenant comment period will be available for
tenants to present comments concerning the proposed prepaynent.
Tenants will be allowed to review the information used by FnHA
to make the determinations regardi ng prepaynent;

(08-20-93) SPECI AL PN
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(vii) Tenants will be given imediate priority for other
federal l y-financed housing if there will be any displ acenent;

(viii) Tenants will be kept apprised of all decisions reached
regardi ng acceptance of the prepaynent and action dates;

(ix) Tenants will be given the opportunity to subnmit evidence
at any appeal hearing the borrower may request;

(x) |If prepaynent is accepted, tenants choosing to stay in
their units and pay the higher rents, with or w thout Federal
State, or other subsidy, are entitled to do so, unless evicted
for cause unrelated to prepaynent; and

(xi) Any other information relevant to the case.

(3) Notify National Ofice. The Servicing Ofice is to notify the
FHA State O fice, who will notify the Assistant Adm nistrator,
Housi ng, FnHA National Ofice, in witing using the formt of FnHA
Qui de Letter 1965-E-1 (available in any FnHA office). Nationa
Ofice notification nust be sent by the State Ofice within 20
wor ki ng days of the receipt of a conplete request by the Servicing
Ofice.

(4) Notify other agencies. The FnHA State and Servicing Ofices

as appropriate, will notify other agencies of the borrower's intent
to prepay the FmHA | oan. The agencies contacted w |l include
nonprofit organizations; local, State, and Federal agencies; and
public organi zati ons who have expressed an interest in purchasing a
proj ect and who provi de housing assistance to | ow and noder at e-

i ncome people. The interest list, conpiled in accordance with
81965. 203 of this subpart, is to be used in notifying organi zati ons
of the borrower's intent to prepay. Letters sent to the agencies
will informthe organizations of the offer to prepay, the extent of
any anticipated displacenent, and the possibility of transfer with
incentives or sale to a nonprofit organization or public agency.
Organi zations contacted will be advised that an offer to sell may be
forthcom ng. GCenerally, the FnHA State O fice will notify State and
Federal agencies and the appropriate Servicing Ofice will notify

| ocal agenci es.
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(5 New tenant notification.

(i) The borrower will be required to submit for approva
proposed | anguage to be used as an addendumto | eases for al
tenants nmoving into the project while the prepaynment request is
pendi ng. The | anguage will specify the effect of the
prepayment on the tenants if prepayment is accepted. The
recommended | anguage to be included in the |leases is as
fol | ows:

"The nortgage on this project may be repaid to the Federa
Governnment on or after (date). (At that tine)/ (date
restrictive-use provisions expire)/ (other relevant date), your
rent may be raised to / and/ or you may be asked to nove
fromthis project."”

(ii) The borrower will also be required to provide new tenants
with copies of all letters sent to existing tenants advising
them of the status of the prepaynment. The Servicing Ofice
will also send new tenants any additional correspondence sent
to existing tenants, but will informthe new tenants that they
will not be eligible for an LOPE

(6) On-going tenant notification. The Servicing Ofice will
periodically notify tenants of the status of the prepaynent request
and actions being taken. Tenant notifications are to continue unti
the loan is prepaid, an incentive or loan to a nonprofit is
obligated, or the prepaynent request is withdrawmn. Notification
will be sent to tenants as each decision is made or one year after
the last notification, whichever is earlier

81965. 207 Prohibition on prepaynent for |oans made on or after
Decenber 15, 1989, to build or acquire new units.

Loans made on or after Decenber 15, 1989, to build or acquire new RRH
units may not be prepaid for the life of the loan, even if the borrower is
willing to sign restrictions agreeing to operate the project for | ow and
noder at e-i ncone people after prepayment. The prohibition and conditions for
use are described in Subpart E of Part 1944 of this chapter.

81965.208 Restrictive-use provisions related to LH projects with grants.

For LH projects with any size grant, no incentive will be offered since
the grant agreement obligates the borrower to operate the housing for its
i ntended use for a 50-year period.

9
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81965. 209 Restrictive-use provisions after prepaynent.

(a) Restrictive-use provisions protect tenants in prepaid projects from
future rent increases that would create new or increased rent

overburden. Restrictive-use provisions apply to all |oans approved

bet ween Decenber 21, 1979, and Decenber 14, 1989, all subsequent | oans
approved on or after Decenber 15, 1989, and those | oans approved prior
to Decenmber 21, 1979, subsequently nade subject to restrictive-use
provisions as a result of:

(1) A servicing action
(2) Acceptance of prepaynent incentives; or

(3) Restrictions accepted as a condition of prepaynent as specified
in this subpart and Exhibits A-1 through A-4 of this subpart.

(b) The restrictions mandate that conditions of occupancy, rent, and
charges other than rent be nmaintained so that the housing will continue
to be affordable to the protected popul ation of tenants. Priority for
tenants entering the project after prepaynent nust continue to be for
those tenants in the | owest incone category in the protected popul ation,
if determined eligible for the units. Borrower responsibilities under
restrictive-use provisions are discussed in greater detail in 81965.215
(e)(6) of this subpart.

81965. 210 Loans approved prior to Decenber 15, 1989 - RHS acti ons when
processi ng prepaynment requests.

For | oans approved prior to Decenber 15, 1989, that have not subsequently
accepted prepaynent incentives, the Servicing Ofice or other designated
of fice nust evaluate the need for the housing to determ ne the |evel of
incentives to be offered, including equity |oans, and whether the prepaynent
may be legally accepted with or without restrictive-use provisions. A
reasonabl e effort nust be nade to enter into an agreement with the borrower to
mai ntain the housing for |owincome use that takes into consideration the
econom c | oss the borrower may suffer by foregoing prepaynent. When
devel opi ng an incentive offer, the Servicing Ofice or other designated office
must first offer incentives other than equity loans, unless it is determ ned
that alternative incentives are not adequate to provide a fair return to the
borrower, prevent prepaynent of the |oan, or prevent displacenent of the
tenants. The guidance provided in 881965.213 and 1965.214 and Exhi bit E of
this subpart will be used to determ ne the appropriate incentive package.
Once an incentive offer has been accepted on a project, the project will be
considered ineligible for future incentive offers until such tine as the
restrictive-use period associated with the incentive offer has expired.
(Revi sed 05-07-97, SPECI AL PN.)
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81965. 211 Evaluation of the borrower's ability to prepay the | oan.

The borrower's ability to prepay the loan will be evaluated in
accordance with Exhibit E of this subpart. |If it is determ ned the borrower
does not have the ability to finance the prepaynent, the prepaynent request
will be denied. The borrower will be notified of the reasons for the decision
and appeal rights will be given

81965. 212 Appraisals.

To determ ne the appropriate incentives to offer a borrower, an appraisa
nmust be conpleted. The purpose of the appraisal is to determine if the
borrower's current equity in the project exceeds the initial investment. The
project will be appraised as unsubsidi zed conventional nulti-fam |y housing.
The effect on value of any hard and soft costs of conversion of the project
from subsi di zed housi ng to unsubsi di zed conventional housing will be
consi dered. Additionally, project reserve accounts and the present worth of
any unexpired non-RHS proj ect based tenant subsidies will be valued as assets
of the project for inclusion in the appraisal. RD Instruction 1922-B
(avail able in any Rural Devel opment office) will be used for guidance in
conducting nulti-famly housing appraisals. After receipt of the appraisal
the Servicing Oficial or other designated official will determ ne the anmpunt
of the equity loan, if any, the nunmber of Rental Assistance (RA) units
necessary, the anpbunt of annual return on investnent to be offered, and
whet her excess Section 8 rents nmay be released to the borrower, if applicable.

81965.213 O fer of incentives to borrowers.

The Servicing O ficial must offer an incentive package to the borrower as
an inducenent to not prepay if the borrower's |loan(s) is not subject to
prohi biti ons on prepaynent or the borrower has not previously accepted
i ncentive offers on the project for which the associated restrictive-use
period has not expired. |If a prepaynent incentive offer which includes an
equity loan is accepted, the equity | oan may be processed and closed with the
current borrower or any eligible transferee.

(a) Availability of incentives. Incentives may be offered only if the
restrictive period has expired for any RRH project |oan entered into
after Decenber 21, 1979, but before Decenber 15, 1987. (Added
05-07-97, SPECI AL PN.)

(b) Available incentives. One or nore of the followi ng incentives wll
be offered to the borrower. The anount of incentives will be determ ned
in accordance with Exhibits D and E of this subpart: (Renunbered and
Revi sed 05-07-97, SPECI AL PN.)

(1) Equity loans. In RRH projects, a subsequent |oan nay be
offered for equity for the difference between the current unpaid
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| oan bal ance and a maxi num of 90 percent of the project's val ue
apprai sed as unsubsi di zed conventi onal housing. Equity |oans nmay
not be offered unless the Servicing Oficial determ nes that other

i ncentives ofered under this paragraph are not adequate to provide a
fair return on the intestment of the borrower, to prevent prepaynent
of the loan, or to prevent the displacenent of project tenants.

(Revi sed 05-07-97, SPECI AL PN.)

(2) Rental assistance. Additional RAw Il be offered if needed by
current tenants if found necessary by a market determ nation of
need. The nunber of RA units offered will be based upon

(i) The increase in rent overburden that will be experienced
by tenants, in the project as a result of the incentives

of fered. The Miultiple Housing Tenant File System (MIFS) will
be reviewed to determ ne the nunber of tenants that will be
rent overburdened by the increase in rents resulting from any
subsequent | oan nmade for equity. The nunber of RA units
offered will be equal to the nunber of tenants experiencing
rent overburden; and/or

(ii) A change in the market increasing the need for affordable
housing. This criteria will usually be used when the project

i s experiencing substantial vacancies due to narket factors.
Generally, if the incentive offer contains a substantial equity
loan, it would be unlikely that this provision would be
consistent with the determnation that the project is |ocated
in a strong unsubsi di zed market.

(i1i) Reanortizing the existing debt under the provisions of
81965. 70 of Subpart B of this Part should be exam ned to
determine if reanortization will |ower existing debt service,
t hereby reducing tenant rent overburden and the need for

addi tional RA.

(3) lncrease the maxi mum annual return on investnent.

(i) Borrower equity. The borrower's equity in the project nmay
be increased. The new equity is the difference between the

val ue of the project appraised as unsubsidi zed conventi ona
housing in conjunction with the incentive loan (if offered) and
t he unpai d bal ances of all |oans against the project, including
the incentive loan. |If no new appraisal is made, equity wll
be determ ned by subtracting the outstandi ng bal ances of al

| oans agai nst the project fromthe val ue shown in the nost
recent RHS appraisal conpleted for the project prior to receipt
of the prepayment request.
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(ii) Rate of return. Borrowers not eligible to receive an
equity loan but who are determned likely to prepay will be

of fered an incentive package which may include an increased
rate of return. The rate to be offered will be the greater of
the borrower's current rate established in the initial

| oan, or 2 percent above the 30-year Treasury Bond rate,
rounded to the nearest 1/4 percent. The appropriate Treasury
Bond rate will be determ ned from newspapers or avail abl e
financial publications and will be the rate published for the
first day of the nonth follow ng receipt of the conplete
prepayment request. The rate of return for borrowers receiving
equity loans will remain at the rate currently established in
the initial |oan.

(iii) Receipt of increased return. Regardless of any

i ncreased return on investnent agreed to as part of the
incentive offer, the actual w thdrawal of the return remains
subject to conditions specified in paragraph XII B of Exhibit B
of Subpart C of Part 1930 of this chapter.

(4) Excess Section 8 rents. For projects with project-based
Section 8 rents, the owner nmay be permtted to receive rents

consi dered in excess of the amounts needed to neet annual project
operating and mai nt enance, debt service, and reserve expenses. In
conjunction with the acceptance of excess Section 8 rents as an
incentive, the reserve account will be adjusted to reflect adequate
funding for long-termrepair, replacenent and nmai nt enance costs.

(5) Conversion or nodification of interest credit. Convert ful
profit loans to limted profit Plan Il |oans or increase the

i nterest subsidy for loans with Section 8 assistance to make
contract rents nore financially feasible. The conversion would be
acconpl i shed by changi ng the designation of the project to Plan I

Devel opnent of incentive package. (Renunbered 05-07-97, SPECI AL

(1) Borrowers requesting imediate conversion fromlow and
noder at e-i ncone use. The required borrower information and criteria
to be used in determning the incentives to offer, along with the
steps to develop the incentive offer, are listed in Exhibits D and E
of this subpart.

(2) Projects conmtted to | ow and noderate-incone use after
prepaynent by parties other than RHS. In accordance with Exhibits D
and E of this subpart, incentives will be reduced in proportion to
the length of time a project is conmmtted to | ow and noderat e-

i ncome use after prepaynent through requirenments of parties other
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(d)

than RHS. The commtnent for extended use may be voluntary or
required by legal restrictions on use. The effect on the val ue of
the project will be taken into consideration during the appraisa
process.

(3) Adjustment of project reserve accounts. The reserve account
nmust be maintained in conformance with the requirenents of paragraph
X1l B2 c of Exhibit B of Subpart C of Part 1930 of this chapter.
At the time an incentive offer is devel oped, the maxi numreserve
amount should be adjusted to include the costs of any deferred

mai nt enance itens or expected long-termrepair or replacenment costs
of the project.

Letter offering incentives to borrowers. Wthin 20 days of the end

of the tenant comment period, a letter will be sent to borrowers
outlining the elenents of the incentive offer devel oped in accordance
with this section and Exhibits D and E of this subpart. The letter wll
i ncl ude the foll ow ng: (Renunbered 05-07-97, SPECI AL PN.)

(1) A statenent that the package is a one-tine incentive being
offered in return for the extension of the | ow and noderate incone
use of the housing. The letter will establish that, by accepting
the incentives outlined in the letter, the borrower will be subject
to a restrictive-use provision obligating the housing to | ow and
noder at e-i ncome use in the RHS programfor 20 years fromthe date

t he extended use agreenent is executed, and prohibited fromfuture
incentive offers on the project so long as the restrictive-use
provisions remain in effect.

(2) The anmount of the equity loan being offered (if any). Any
offer of an equity loan will include a statenent that the borrower
i's subject to:

(i) Acontinued eligibility determ nation in accordance wth
Subpart E of Part 1944 of this chapter; and

(i1) Appropriation limtations. Wen an incentive offer that
includes an equity loan is accepted by a borrower, funding the
conponents of the offer is considered binding on RHS. |If funds
are not imedi ately available to fund an incentive |oan, the
amount of the offer will be included on a funding waiting |i st
nmai ntai ned by the National Ofice. Priority for funding is
based on the date of receipt of the original conplete
prepayment request, as specified in §1965.205 of this subpart.

(3) The maxi mum anmount of any increased return on investnent
of f ered.

14
(Revision 1)



RD I nstruction 1965-E
§1965. 213 (d) (Con.)

(4) The number of RA units that will be provided to protect

exi sting tenants fromrent overburden due to other incentives that
may increase rental rates in the project.
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(5) Interest credit or additional interest credit if needed to
protect existing tenants fromrent overburden due to other
i ncentives that may increase rental rates in the project.

(6) The offer of borrower receipt of excess project-based Section 8
rents, if applicable.

(7) The offer nust be accepted or rejected in witing within 30
days, or the prepaynent request will be voi ded.

(8) Appropriation limtations may restrict available incentives
each year. The actual receipt of the preceding incentives may not
be forthcomng in the near future. However, the offer is binding on
FmHA.  Acceptance of the incentive offer by the borrower will cause
the request to be nmaintained on the waiting list for funding unti

obl i gat ed.

81965.214 O fering and processing of incentives.

(a) Borrower does not respond to incentive offer. |If the borrower does
not respond to the incentive offer within 30 cal endar days of the date
of the letter offering incentives, the State Ofice will advise the

Nati onal O fice by means of FnHA CGuide Letter 1965-E-1 (available in any
FmHA office) to renove the name fromthe waiting list. Tenants and any
agencies notified in accordance with 81965.206 (b) of this subpart wll
be notified by the Servicing Ofice that the borrower has ceased to
pursue the prepaynment request and prepaynment will not take pl ace.

(b) Borrower rejects the incentive offer. |If the borrower rejects the
i ncentive offer within 30 cal endar days, a determ nation of the
continued need for the housing as subsidized housing will be made in
accordance with 81965.215 (b) and Exhibit E of this subpart. Tenants
will be notified that the borrower has rejected the incentive offer and
that a decision will be made by FnHA whether to accept the prepaynent.
The tenants will be infornmed of the factors used in maki ng the decision

(c) Borrower indicates acceptance of the incentive package. |If the
borrower indicates a willingness to accept an incentive package which

i ncludes an equity | oan, a conplete |oan application in accordance with
Exhi bit A-11 of Subpart E of Part 1944 of this chapter will be required.
If an appraisal of the property has not been conpleted as required in
81965. 212 of this subpart, one will be nade at this time in accordance
with RD Instruction 1922-B (available in any FnrHA office). The
Servicing Oficial will determne the feasibility of
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the I oan, including any needed reanortization of existing loans. No
equity loan is to be made wi thout sufficient RA to protect current
tenants agai nst new or increased rent overburden

(d) Application for transfer with incentives. If a transfer is to take
pl ace simultaneously with the incentive, a conplete transfer application
package, in accordance with 81965. 65 of Subpart B of Part 1965 of this
chapter, will be submitted. A conpleted application for an equity | oan,
if applicable, will be conpleted and submtted in accordance wth
paragraph (c) of this section. The determ nation of borrower
eligibility, evaluation of the transfer and any equity loan will be nade
concurrently. |If a proposed transferee is determned not to be eligible
for the transfer and assunption, appeal rights concerning transferee
eligibility will be provided to the proposed transferee. |f the FnHA
decision is upheld, the borrower will be given an additional 15 days to
reconsi der whether to accept the original incentive offer.

(e) Notification that incentives are ready for funding. Wen the
borrower indicates that the final incentive offer is acceptable, and the
processing of the incentive application is conplete, the Servicing
Oficial will notify the State Ofice, which in turn will notify the
National Office of all required information through use of FnHA Qui de
Letter 1965-E-1 (available in any FnHA office).

(1) Al interested agencies contacted in accordance with §1965. 206
(b) of this subpart and tenants will be advised that prepayment of
the loan will not take place. |If the ownership is to be

transferred, tenants will be so advised. Any rent increases
resulting fromacceptance of an incentive offer will be processed in
accordance with 81965.204 (b) of this subpart.

(2) The National Ofice will issue authorizations to obligate
incentives to the extent possible, depending upon the availability
of loan funds and RA. Authorizations will be Issued in the order in
whi ch conpl ete prepaynent requests were received as set forth in
81965. 205 of this subpart. To fully utilize all avail able
prepaynment incentive |oan funds and RA, projects with fully
processed incentive packages may be authorized prior to authorizing
packages with earlier receipt dates for which incentives have not
been fully processed. Any other required National Ofice

aut horizations will be given at the sane tine.
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(f) Processing the incentives. Wen authorization to proceed is

recei ved, the Servicing Ofice will process the incentives, with or

wi thout a transfer and nmake the followi ng anendnments to the | oan and RA
agreements with the assistance of the Ofice of the General Counse
(OGC), as appropriate (NOTE: If the project is to be transferred at the
time the incentive is processed, all obligations will be nmade to the
transferee.):

(1) If the annual return on investment is increased, a statenent
will be added to the | oan agreenent specifying that, "The maxi mum
annual return on investnent is being Increased by $ for a
total naxi mum annual return of $§ = " No equity level or rate
of return need be mentioned.

(2) If a conversion of profit type is made, the procedures of
paragraph IV A 2 d of Exhibit B of Subpart C of Part 1930 of this
chapter will be followed. |If the interest subsidy is increased, a
new Form RD1944-7, "Miltiple Famly Housing Interest Credit and
Rental Assistance Agreenent," wll be executed. (Revised 08-30-93,
SPECI AL PN.)

(3) Any change in the anbunt of RAwill require the execution of a
new RA agreenent or a change in the existing RA agreenent, as
described in paragraph V C of Exhibit E of Subpart C of Part 1930 of
this chapter.

(4) Loans for equity will be nmade in accordance with Subpart E of
Part 1944 of this chapter. |In accordance with 81951.517 (b)(1) of
Subpart K of Part 1951 of this chapter, the equity loan will be
established as a Predeterm ned Anorti zation Schedul e Syst em (PASS)
loan and all existing loans on the project will be converted to
PASS. Al assunptions and transfers will be processed in accordance
with 81965. 65 of Subpart B of this part. Al existing project |oans
may be consolidated and reanortized in accordance with §81965. 68 and
1965. 70 of Subpart B of this part, unless consolidation is not
necessary to maintain feasibility of the project for the current
tenants or reduce the level of nonthly rental subsidies. Al
del i nquent | oans nust be brought current, cost itens paid in full
and project operating and reserve accounts brought current. Al

proj ect operating and reserve accounts will remain at authorized

| evel s during and after the closing of the incentive package,

regardl ess of whether a transfer was included as part of the
prepaynment. All taxes, assessnments and other |iens nmust be
prorated, brought current or paid in full as appropriate. Deferred
nmai nt enance identified in previous inspections nust be perforned
before any equity may be received by the borrower or transferor, as
appl i cabl e.
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(g) Restrictive-use provisions. The restrictive-use provisions

contained in Exhibit A-1 of this subpart will be inserted in the deed,
security instruments, |oan agreenent/resolution, assunption agreenent,
and/ or reanortization agreenent, as appropriate with the advice of OGC.

81965.215 Borrower rejection of incentive offer - approving/di sapproving
pr epaynent .

(a) Approving or disapproving prepaynent. |If the borrower rejects the
incentive offer and indicates a preference to prepay, prepaynent may be
approved in accordance with paragraph (d) of this section within 180
days of the decision that the prepaynent can be accepted if the

determ nations required in paragraph (c) of this section can be nade.
Exhi bit E of this subpart provides additional guidance for making the
necessary determ nations. The State Director or other designated
official in the National Ofice, with the recormendati on of the
Servicing Oficial, will nake the decision to either approve or

di sapprove the prepaynment request.

(b) Determining the need for housing.

(1) The Servicing Ofice or other designated office will reviewthe
foll owi ng, using Exhibit E of this subpart as a guide:

(i) Local market conditions;

(ii) Information subnmitted as support for the prepaynent
request;

(iii) Responses to the 30-day tenant comment period;

(iv) The effect of the prepaynent on mnorities, handi capped
indi viduals, and famlies with children; and

(v) Any other relevant information

(2) The results of the determ nation of need will be docunented in
the case file.

(c) Conditions under which prepaynment may be approved. In certain

i nstances, prepaynment nmay be approved after a borrower has rejected the
incentive offer. |If the decision is nmade to approve a prepaynent
request, restrictive-use provisions will be inserted in the deed, deed
of release or satisfaction, if the project is determ ned to be needed
under the provisions of the follow ng subparagraphs (1)(i) and (ii).
The borrower will al so execute the applicable restrictive-use
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agreement. |If the project has Section 8 assistance, the |ocal HUD Area
Ofice nust be notified. To determ ne whether a prepaynent offer can be
approved, the follow ng decision steps nust be foll owed by the Servicing
Ofice:

(08- 20- 93)

(1) The loan is not currently subject to restrictive-use provisions

nor prohibition on prepaynent. To determ ne whether a | oan not
subject to restrictive-use provisions or prohibition on prepaynent
may prepay, and if so, what restrictions nust be inserted in the
rel ease docunents, the followi ng determ nati ons nmust be made

(i) If the Servicing Ofice cannot nake the determn nation that
housi ng opportunities to minorities will not be materially
affected as a result of the prepaynent, the borrower may prepay
if the borrower agrees to the following restrictions and

i nclusion of the applicable restrictive | anguage found in

par agraph (A) or (B) of Exhibit A-4 of this subpart, and to
execute the applicable Restrictive-Use Agreenment found in
Exhibit G2 or G3 of this subpart;

(A Mintain the housing for |ow and noderate-incone peopl e
for a mninumperiod of 20 years fromthe date of the cl osing
of the last loan or servicing action. At the end of the
restrictive-use period, offer to sell the housing to a
qualified nonprofit organi zati on or public agency in accordance
with paragraph (e)(9) of this section and paragraph (A) of
Exhibit A-4 of this subpart; or

(B) If 20 years fromthe date of the closing of the |ast |oan
or servicing action has already | apsed, offer to sell the
housing to a qualified nonprofit organization or public agency
i n accordance with paragraph (e)(9) of this section and
paragraph (B) of Exhibit A-4 of this subpart;

(ii) If the Servicing Ofice determ nes that housing
opportunities to mnorities will not be materially affected as
a result of prepaynment, but that there is an inadequate supply
of safe, decent, and affordable rental housing within the

mar ket area, the borrower nmay prepay if the borrower agrees to
the following restrictions and inclusion of the applicable
restrictive-use | anguage found in paragraph (C) of Exhibit A-4
of this subpart and agrees to execute the Restrictive-Use
Agreenent found at Exhibit G4 of this subpart:
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Mai ntain the housing for current eligible tenants i n occupancy
as of the date of the prepaynment for the life of the project or
until the current tenants are no |longer eligible for the
housi ng under FnHA regul ations, or the tenants choose to vacate
of their own will. The owner will ensure the tenants will not
be di spl aced due to a change in the use of the housing, an
increase in the rental or other charges as a result of the
prepayment, or a decrease in inconme. Existing tenants are
protected to ensure that none experi ence new or increased rent
overburden until each voluntarily noves fromthe project.

(iii) If the Servicing Ofice determ nes that housing
opportunities to mnorities will not be materially affected as
a result of prepaynment, and that there is an adequate supply of
safe, decent, and affordable rental housing within the market
area for the foreseeable future, the borrower may prepay

wi thout restrictions. The provisions of paragraph (c)(3) of
this section will apply.

(2) The loan is subject to restrictive-use provisions and the
borrower agrees to continue to adhere to the provisions after
prepaynment. In accordance with Exhibit A-3 of this subpart, the
borrower agrees to continue to nmaintain the housing in accordance
with the restrictions already in effect. The borrower nust also
agree to execute the Restrictive-Use Agreement found at Exhibit G1
to this Subpart.

(3) 1t is determined by FnHA that restrictions are not needed. |If
actions in accordance with 81965.206 (b)(2) of this subpart and

par agraph (e)(3) of this section have been taken to ensure that
alternative rental housing will be made available to each tenant
upon di spl acenent, the prepaynent may be accepted w t hout
restrictions if:

(i) For loans not subject to restrictive-use provisions nor
prohi bition on prepaynent, it is determ ned by FnHA that
housi ng opportunities for mnorities will not be materially
affected as a result of the prepaynent.

Exhibit E of this subpart will be used to assist in nmaking this
det ermi nati on.

(i1) For loans subject to restrictive-use provisions, it is

determ ned Federal or other financial assistance provided to

residents will no |onger be provided, due to no fault, action
or lack of action on the part of the
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borrower. If a borrower applies to have restrictions renpved
after prepaynent because Federal or other financial assistance
will no | onger be provided, the restrictions will be rel eased

only if the | oss of Federal or other financial assistance could
not have been reasonably anticipated at the tinme of acceptance
of the prepaynent.

iii) Regardless of whether or not the loan is subject to
estrictive-use provisions, a determination is made by FnHA
hat there is no longer a need for the housing (in accordance
with Exhibit E of this subpart).

(iii
rest
t hat

(4) Projects with both LH loans and grants. |If a prepaynent is
accepted on an LH loan for a project which also has an LH grant,
restrictive-use provisions for the project nmay be rel eased only
under the conditions specified in the Grant Agreenent.

(5) Docunentation. Thorough docunentation of the reasons and

deci sion to approve prepaynment will be entered in the casefile and
appended to the prepaynent report. Any additional materials used to
reach the decision will be included in the casefile.

Borrower notification of approval or disapproval of prepaynment.

The Servicing Ofice or other designated office will notify the borrower
as to whether the prepaynent has been approved or di sapproved within:

(e)

(1) 15 days of the borrower's rejection of an incentive offer for
| oans not subject to restrictive-use provisions nor prohibited from
prepayment; or

(2) 60 days of a conplete prepaynent request by a borrower subject
to restrictive-use provisions.

Processing acceptance of prepaynent. After approval of a

prepayment, the foll owi ng actions nust be taken

(08- 20- 93)

(1) Conpletion of the prepaynent report and notification of the
National Office. |If prepaynment is approved, the Servicing Ofice or
ot her designated office will conplete a prepaynent report in the
format of Exhibit B of this subpart, and submt the report with all
docunent ati on on each prepaid loan to the State Director or other
designated official for indefinite retention. Any information for
the report supplied by the borrower mnust include docunentation and
verification by the Servicing Ofice. For prepaynent of on-farm

| abor housing units, only itens relevant to the on-farmunits need
be
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conpleted. The State Ofice will notify the National Ofice in the
format of FnHA Guide Letter 1965-E-1 (available in any FnHA of fice)

i ndi cating that the prepaynent has been accepted. A copy of the
prepayment report will be included in the materials forwarded to the
National Ofice.

(2) Notify interested agencies. All interested agencies notified
in accordance with 81965.206 (b)(4) of this subpart will be notified
of the decision to accept the prepaynent. Agencies which may aid

di spl aced tenants will be advised of any anticipated displacenent,
the [ evel at which post-prepaynent rents will be set and any
restrictive-use provisions which will remain in the deeds of

rel ease. Other agencies will be advised that no offer to sell wll
be nade.

(3) Notify tenants. The Servicing Ofice will send an additiona
notice to tenants at |east 60 days prior to the prepayment. The
prepayment may not take place |less than 60 days fromthe tenant
notification or 180 days fromthe initial notification unless an
exception is allowed in accordance with paragraph (f)(2) of this
section. Tenant notices will be sent CERTIFIED MAIL to each tenant
and al so posted at the project in public areas. Copies of the
notice will remain posted at the project until the prepayment is
accepted and all existing tenants voluntarily vacate their units.
The notice and attachments will contain all of the follow ng

i nformati on appropriate for the prepaynent action and any other
rel evant information necessary to allow tenants to make i nformed
choi ces (FmHA Cuide Letter 1965-E-3 (available in any FnHA office)
and attachnments are provided as a guide for this purpose). The
notice will contain the follow ng applicable statenents and

i nformation:

(i) Al relevant information concerning the prepaynment has
been revi ewed and FHA has deci ded to accept the prepaynent on

(date).

(ii) Fully detailed reason(s) describing why the prepaynent
was approved. Also include the reasons for acceptance of the
prepayment in |less than 180 days (if applicable).

(iii) At the time of prepaynent, rents are expected to be
$ .
(iv) The tenant will be affected by this change on (date the

tenant's current | ease expires, date of the prepaynent, or
ot her mandated date, whichever is later.)
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(08- 20- 93)

(v) (The follow ng statement should be included if the loan is
being prepaid but will retain restrictive-use provisions.) Al
current eligible tenants may continue to occupy the housing
until the tenants decide to voluntarily nmove, the tenants no

| onger neet eligibility requirenents or the restrictive-use
provisions expire on (insert expiration date), whichever is
sooner. The rents of current eligible tenants nmay not be
increased as a result of current owner actions to exceed |levels
whi ch create new or increased rent overburden as established by
FmHA regul ations, in accordance with Title V of the Housing Act
of 1949, during the period of eligible tenant occupancy during
the restricted period. However, declines in tenant incone
shall not require corresponding reductions in rent levels. A
tenant, or those wi shing to occupy the housing (if applicable),
as well as the Government, may seek enforcenent of the

provi sions. Annual inconme recertifications will continue to be
required in order to protect eligible tenant rents. The
precedi ng requirements are binding on the current owner and any
successors in interest.

(vi) (The follow ng statenent should be included if the

proj ect has project-based Section 8 rents.) Eligible tenant
rents will continue to be subsidized by the Departnment of
Housi ng and Urban Devel opnent (HUD) until (insert the date the
Section 8 contract expires). (If applicable, include the
following) If Section 8 subsidies are not continued after
(insert the date the Section 8 contract expires), the owner of
the project will continue eligible tenant rents at |evels that
will not create or increase rent overburden until (insert date
the restrictive-use period expires. However, declines in
tenant incone shall not require correspondi ng reductions in
rent |evels.

(vii) (The follow ng statement should be included if project-
based HUD Section 8 or other subsidies will expire prior to 2
years after the prepaynment.) Eligible tenants currently
residing in the project who may subsequently be di spl aced or
experience rent overburden due to the prepaynent may qualify
for certain protections. The followi ng protections are
available to eligible tenants who believe they have experienced
di spl acement or rent overburden
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(4)

(A Letters of Priority Entitlenent (LCPE) to other FrnHA
housi ng. Tenants nay apply for LCOPEs up until the day the
tenants' rents are scheduled to be increased. These letters
will be valid for 60 days after issuance. Al LCPEs will be
i ssued in accordance with Title VI of the AQvil R ghts Act of
1964, as codified in Subpart E of Part 1901 of this chapter.

(B) Tenants currently receiving rental assistance (RA) wll be
able to continue to receive RAif they nmove to other FrnHA
financed housing in which they are eligible for RA

(© Tenants choosing to stay in their units after prepayment
and pay higher rents, with or without Federal, State or other
subsidy, are entitled to do so, unless evicted for a cause
unrel ated to prepaynent.

(viii) Eligible tenants residing in prepaying projects wll
al so be sent:

(A Alist of project names, |ocations, nunber of apartments,
senior citizen or famly designation, and unit sizes of other
FnHA projects in the market area.

(B) The names and | ocati ons of other subsidized housi ng; and

(© Addresses and tel ephone nunbers of the applicable HID area
of fice, and other agenci es whi ch adni ni ster housi ng subsi di es
or aid in relocation anywhere in the narket area.

(ix) Tenants will be allowed to review the information used to
make any of the determi nations regardi ng acceptance of the
prepayment, prepaynent rent increases and alternatives to

pr epayment .

| ssue LOPEs. Upon request by a tenant for an LOPE, the

Servicing Oficial will prepare the letter and forward the letter to
the tenant (FmHA Guide Letter 1965-E-4 (available in any FmHA
office) may be used as a guide). The LOPE, which is to be addressed
to FHA borrowers, wll include:

(i) Atenant with an LOPE has 60 days to apply in witing to
other FnHA projects in any location in the country.
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(ii) Atenant with an LOPE is to be placed at the top of al
waiting lists in FnHA projects applied to, which have
appropriate units the tenant qualifies for. Such tenants wll
follow only those tenants with LOPES who were previously placed
on the waiting list. Handicapped tenants on the list for

handi capped units whi ch have appropriate design features wll
mai ntain priority over non-handi capped tenants wi th LOPEs.

(iii) The tenant will not be renoved fromthe priority
position on the waiting list until the tenant noves to a unit
utilizing an LOPE or is purged fromthe waiting list in
accordance with Exhibit B of Subpart C of Part 1930 of this
chapter.

(iv) If the tenant holding the LOPE is receiving RAin the
prepayi ng project, and uses the LOPE to nove to a Plan |
project for which the tenant would qualify for RA, the RA will
be transferred to the project to which the tenant noves. The
RA will be reassigned to that tenant w thout conpetition. RA
brought to a project by a tenant froma prepaying project wll
remain at the receiving project if the tenant subsequently
noves to anot her FnHA proj ect.

(v) If the tenant's current security deposit of (a_specified
anmount) has not been rel eased by the prepaying project by the
date a tenant noves, the new landlord will be encouraged to
defer collection of the new security deposit until the tenant's
current deposit is refunded, even if the date of release is
after the date the tenant occupies the new unit.

(5) Approval of tenant |eases. Prior to accepting the prepaynent,
the Servicing Ofice will also review and approve a nodified tenant

| ease to be used for all protected tenants during any applicable
restrictive-use period. This lease will explain the restrictive-use
provi sions, who is protected, describe the limts on rents during
the period of restrictions, explain that no tenant can have a | ease
renewal denied for other than "good cause" (which cannot include

i ncome |level), that charges, rules and regul ati ons, and servi ces may
not change substantially fromthose applicable at present, and
explain all other provisions necessary to protect affected tenants

i ncludi ng Fair Housi ng Act Amendment provisions. The |ease shal
retain provisions for annual incone certification. The approved

| ease, with signatures of both the borrower and FnHA, will be
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mai nt ai ned by the Servicing Ofice until expiration of the
restrictive-use period, although FnHA will not be responsible for
nmoni toring conpliance. |If the owner wi shes to nake subsequent
nodi fications to the | ease, FMHA will review the [ ease to ensure
that none of the nodifications are contrary to the intent of this
regul ati on.

(6) Borrower responsibilities after prepaynent. Prior to accepting
the prepaynment, the Servicing Oficial wll nmeet with the borrower
to di scuss borrower obligations under restrictive-use and fair
housi ng provisions remaining in effect after the prepaynent is
accepted. The Servicing Oficial will review the applicable
restrictive-use requirenents, if any, in detail with the borrower.
In particular, the Servicing Oficial will explain that the
appl i cabl e provi sions of Subpart C of Part 1930 of this chapter
specific to tenant rights and relations shall remain in effect
during the restrictive-use period. Omers of prepaid projects wll
be responsible for ensuring that rental procedures, verification and
certification of inconme and/or enploynent, |ease agreenents, rent or
occupancy charges, and term nation and eviction remain consi stent
with the provisions set forth in Subpart C of Part 1930 of this
chapter, and al so adhere to applicable local, State, and Federa
laws. The borrower will be inforned that it is the borrower's
responsibility to obtain FnHA concurrence with any changes to the
precedi ng rental procedures that may deviate fromthose approved at
the tine of the prepaynent prior to inplenenting the changes. Any
changes proposed nust be consistent with the objectives of the
program and the regul ations. Docunentation, including annual income
recertifications, shall be maintained to evidence conpliance in the
event there is a future conplaint or audit. The forner borrower
nust be able to docunent that acceptable waiting lists were

mai ntai ned, units were rented to appropriate tenants, and rents were
established at appropriate levels Iin accordance with the applicable
restrictive-use provisions. The forner borrower nust also agree to
nake the docunentation avail able for Governnent inspection upon
request. The former borrower and any successors in interest will be
required to provide the follow ng signed and dated certification to
the applicable Servicing Ofice or other designated office within 30
days of the beginning of each cal endar year for the full period of
the restrictive-use provisions:

(Nanme of owner) certifies that (nane of project) is being
operated in conpliance with the restrictive-use provisions
contained in (applicable rel ease docunent) and the Restrictive-
Use Agreement which set forth certain
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requi renents for operation of the project for the benefit of

| ow and noderate-income people in conformance with applicable
FnHA regul ations. (Name of borrower) understands that failure
to operate the project in conformance with the restrictive-use
provi sions may cause a tenant or the Government to seek

enf orcenent of the provisions.

The borrower must al so agree to execute the applicable
Restrictive-Use Agreenent found at Exhibits G1 thru 4 to this
Subpart.

(7) Servicing Ofice responsibilities after prepaynent. Upon
prepayment, the Servicing Ofice will send a notice to all tenants
inform ng the tenants of the acceptance of the prepaynent. The
borrower will be notified that a copy of the notice nust be posted
and maintained in public areas in the project until all restrictive-
use provisions expire. FnHA Guide Letter 1965-E-5 (available in any
FmHA office) will be used for the notice. The Servicing Ofice or
ot her designated office will nonitor receipt of the certification
referred to in paragraph (e)(6) of this section and naintain case
files on the prepaid project until such time as the restrictive-use
provisions expire. The Servicing Ofice or other designated office
wi Il take such actions as necessary to follow up on receipt of the
annual certifications fromeach prepaid borrower. |If the Servicing
Ofice is unable to obtain borrower cooperation, the Servicing
Ofice shall refer the case to the State Ofice for transnittal to
the National Ofice for further servicing gui dance and/ or

enf orcenent acti ons.

(8) Paynent in full and release of security. Prior to releasing
security instruments, FmHA nust be certain that full paynent has
been received. Security instrunents will be released in accordance
with 81965.90 (b) of Subpart B of Part 1965 of this chapter.

(9) Sale to nonprofit organization or public agency at end of
restrictive-use period. Borrowers who are subject to the
restrictive-use provisions contained in paragraph (A or (B) of
Exhi bit A-4 of this subpart are required to attenpt to sell the
project to a nonprofit organi zation or public agency at the end of
the restrictive-use period. Advertising the project for sale wll
be carried out in the same manner and time period as required for
sale to nonprofits or public agencies within the
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(f)

program as stated in 8§1965.216 (b), (c), and (d) of this subpart.
Advertising will be conducted for a mninumof 180 days begi nning at
| east 6 nmonths prior to the expiration of the restrictive-use
period. |If 6 nonths do not renain between the date of prepaynent
and the end of the restrictive-use period the project will be
advertised for sale for a mninumof 180 days.

Deni al , postponenent, waiver, or w thdrawal of prepaynent request.

(1) Denial of prepaynent request. Borrowers for whomthere is no
prohi bition on prepaynent will be denied a request to prepay if the
conditions required for prepaynent stated in paragraph (c) of this
section and Exhibit E of this subpart cannot be net, or if
information submtted with the prepaynent request cannot be
verified. |If the borrower is denied a request to prepay, the
Servicing Oficial will send a letter to the borrower stating the
reasons for the denial and the right to appeal the rejection, in
accordance with Subpart B of Part 1900 of this chapter and

8§81965. 213 and 1965. 215 and Exhibits D and E of this subpart. The

| etter denying the prepaynent request nmay revise the origina
incentive offer if new information docunmenting the |oss the borrower
may suffer if not allowed to prepay has been brought to the
attention of the Servicing Ofice. If aletter is sent offering a
revi sed incentive, rights to appeal the denial will not be included.

(2) Postponenent of prepaynent requests. Prepaynment requests will
be denied if the request was received |l ess than 180 days in advance
of the projected prepaynent date unless the Servicing Ofice
determnes that there is sufficient tine to consider tenant
comments, verify information submtted with the prepaynent report,
and verify that all tenant |eases are extended for a 180-day period
fromthe date of the prepaynent request and include current rents
and conditions. Prepaynent will be postponed if necessary to allow
sufficient tinme for the second tenant notification to be sent at

| east 60 days prior to the prepaynment, unless all tenant |eases are
extended to the end of the 60 days, and at |east 30 days has passed
since the first notification letters were sent. The extension of
tenant | eases does not substitute for the insertion of restrictive-
use provisions in the rel ease docunents or for allow ng sufficient
time for tenant conments.

(3) Wthdrawal or cancellation of prepayment requests. Prepayment
aut horization will be cancelled if the prepaynent is not received
wi thin 180 days of the final approval of the prepaynent.
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(g) Borrower appeals of prepaynent disapproval. The borrower nay
appeal the decision to deny prepaynment w thout restrictive-use
provisions within 30 days of the receipt of the rejection, in accordance
wi th Subpart B of Part 1900 of this chapter. The incentive offer may be
appeal ed at the same tinme if the borrower chooses. Tenants will be
notified if a borrower appeal is pending, given the right to send
witten testinony to the appeal officer, and have one representative at
the appeal hearing. |If the decision to deny prepaynent is upheld or the
incentive offer is nodified, the borrower will be given an additional 30
days to respond to the incentive offer. Based upon the borrower
response and whether the loan is subject to restrictive-use provisions,
the Servicing Ofice will act in accordance with appropriate sections of
this subpart. Borrowers subject to restrictive-use provisions will not
be granted appeal rights.

81965. 216 Borrower not subject to restrictive-use provisions nor prohibition
on prepaynent, no incentive agreenent is reached and prepaynment cannot be

accept ed.

In instances where the borrower is not subject to restrictive-use
provi sions and no incentive agreenent can be reached between FmHA and t he
borrower, and the prepaynent cannot be accepted under 81965.215 and Exhibit E
of this subpart because a need renmains for the housing, the borrower wll be
required to offer to sell the project to a nonprofit organization or public
agency. The following steps will be taken

(a) Determination of fair market value. Wthin 60 days of the

term nation of any appeals or the decision to deny prepaynment if no
appeal was requested, the fair market value of the project as
unsubsi di zed conventional housing will be determ ned. The value arrived

at will result fromtwo appraisals. One appraisal will be the appraisa
contracted and paid for by FnHA that was used to establish the
i ncentives previously offered. The second appraisal wll be obtained

and paid for by the borrower. Both appraisals will be conducted by
qual i fied i ndependent appraisers in accordance with RD Instruction 1922-

B (available in any FnHA office). |If the fair nmarket values arrived at
are within 10 percent of each other, the Servicing Ofice and the
borrower will negotiate to arrive at a nmutually acceptable value. |If

the values differ by nore than 10 percent, the independent appraisers
will be asked to review their appraisals to deternmine if the val ues can
be reconciled to within 10 percent. |f FnHA and the borrower are unable
to negotiate a mutually acceptable value or the appraisers are unable to
reconcile their appraisals within 30 days of the conpletion of the
appraisals, the State Ofice and the borrower will jointly select a
third
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i ndependent qualified apprai ser whose appraisal will be binding on FnHA
and the borrower. The third appraisal will be conpleted within 60 days
of selection of the appraiser. The cost of the third appraisal shall be
di vi ded evenly between FnHA and the borrower.

(b) Efforts to market and sell the project to nonprofit organizations
or public agencies. Once the fair nmarket value of the project has been
established, the borrower is to attenpt to market the project to
nonprofit organizations and public agencies. The follow ng actions are
to take pl ace

(1) The Servicing Oficial is to provide the borrower with a |ist
of nonprofit organi zations and public agenci es which have notified
FmHA of their interest in purchasing projects that are attenpting to
prepay. The list will include nonprofit qorganizations and public
agenci es that have notified the FnHA Servicing, State, and Nationa
Ofices of their interest.

(2) The Servicing Oficial will instruct the borrower to contact
each nonprofit organi zati on and public agency on the list within 10
days of establishing project fair market val ue.

The sequence of contacting nonprofit organizations and public
agencies is set forth in paragraphs (b)(3)(i) and (ii) of this
section. Materials notifying nonprofit organizations and public

agencies of the project's availability will include sufficient
information regarding the project and its operation for interested
purchasers to make an informed decision. |f an interested purchaser

requests additional information concerning the project, the borrower
shal | pronptly provide the requested materials.

(3) The borrower nust advertise and offer to sell the project for a
m ni mrum of 180 days. The borrower may choose to suspend adverti sing
and other sales efforts while eligibility of an interested purchaser
is determ ned. However, if the purchaser is determ ned to be
ineligible, the borrower must resune advertising until a m ni num of
180 days has passed. The borrower nmay satisfy the 180-day

requi renment by continuing advertising and sales efforts during the
eligibility review of an interested purchaser. |f additional offers
are received during this tine period, the offers will be reserved as
back-up offers until the eligibility determ nation of the initia
purchaser is conpl et ed.

(i) Sales preference to |local nonprofit organizations or
public agencies. The borrower will first advertise the project
for sale to qualified | ocal nonprofit organizations
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or public agencies as defined in 81965.202 of this subpart.

The Servicing Oficial will be responsible for determ ning that
all appropriate nmeans for contacting such organi zati ons have
been utilized including | ocal nmedia, and all necessary

i nformati on provided. Exclusive advertising to |ocal nonprofit
organi zati ons and public agencies must continue for a m ninmm
of 60 days. |If nore than one qualified nonprofit corporation
or public agency submits an offer to purchase the project, a

| ocal nonprofit organization or public agency nust be given
preference over a regional or nationw de organi zation

regardl ess of when offers to purchase are received.

(ii) Advertising to regional or nationw de organizations. |If
no qualified | ocal nonprofit organization or public agency is
found to purchase the housing within the first 60 days, the
Servicing Oficial will authorize the borrower to advertise for
an existing qualified national or regional nonprofit

organi zation to purchase the housing. Advertising nmust begin
bet ween 60 and | 20 days after advertising to | oca

organi zati ons began. Advertisenents will be placed, as
appropriate, in national housing publications and ot her nedia
determ ned appropriate by the State Ofice or other designated
of fice, including those serving mnority groups exclusively.

(c) Qualifications of nonprofit borrower to purchase. Notw thstanding
the requirenents of 81944.211 (a)(10) of Subpart E of Part 1944 of this
chapter, nonprofit organizations for the purpose of this paragraph need
not be broadl y-based (unless qualifying as a | ocal nonprofit

organi zation as defined in 81965.202 of this subpart) nor organized
solely to provide housing. Nonprofit organizations determ ned qualified
to buy the housing through this procedure nust:

(1) Be capable of managi ng the housing and related facilities for
its remaining useful life, either by self nmanagenment or through a
management agent.

(2) Agree that no subsequent transfer of the housing and rel ated
facilities will be permtted during the renaining useful life of the
housing and related facilities unless the FmHA Admi ni strator

determ nes that the transfer will further the provision of housing
and related facilities for lowincone fanilies or persons, or there
is no longer a need for such housing and related facilities.
General ly, transfers between
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qualified nonprofit organizations and/or public agencies will be
acceptable. However, under no condition will a transfer be approved
to an entity in which the nonprofit transferor or a menber of the
nonprofit entity holds an ownership interest.

(3) Agree to obligate itself and successors in interest to maintain
the housing for very low and lowincone famlies or persons for the
remai ning useful life of the project and related facilities,

al t hough no currently eligible noderate-incone tenants will be
required to nove. The provision in Exhibit A-2 of this subpart will
be used and inserted in the deed, security instrument, |oan
agreenent/resol uti on and/ or assunption agreenent, as appropriate.

(4) Show financial feasibility of the project including antici pated
funding to be authorized in accordance with 81965.217 (d) of this
subpart. Financial feasibility may al so include any regular RA or
debt forgiveness RA allocations which can reasonably be antici pated
to be available for the project at the time of the transfer.

(5) Have no identity of ownership or controlling interest,
regardl ess of degree, except as managenent agent between:

(i) Oficers or directorate persons or parties with a materia
interest (or persons or parties related to any person or party
with such interest) in |loans financed under Section 515 that
have been prepaid; and

(i1) Oficers or directorate persons or parties with a
material interest (or persons or parties related to any person
or party with such an interest) in the purchasing entity.

(6) Evidence conpliance with paragraph (c)(5) of this section. An
officer legally authorized to execute docunents on behal f of the
purchasi ng nonprofit entity shall execute the foll ow ng statenent:

"“(Nanme_of purchasing nonprofit entity) certifies that no officer or
directorate of (nanme of purchasing nonprofit entity) has been a
person or party with a material interest (or persons or parties
related to any person or party with such interest) in any |oans
financed under Section 515 that have been prepaid.”
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(d) Priority between nonprofit organizations and public agencies. |If
nore than one qualified organization or public agency submits an offer
to purchase the project, the following criteria, in descending order of
i nportance, will be used to establish priority:

(1) Local nonprofit organizations and public agencies have priority
over regional and national nonprofit organizations and public
agenci es;

(2) Nonprofit organizations and public agencies with the npst
successful experience in devel opi ng and nmanagi ng subsi di zed housi ng;
and

(3) Nonprofit organizations and pubic agencies with the | ongest
experience in devel opi ng and nmanagi ng subsi di zed housi ng.

81965. 217 Processing applications for transfers to nonprofit corporations or
publi c agenci es.

(a) Determining eligibility. After an option to purchase is signed

bet ween a borrower and nonprofit corporation or public agency, the

pur chasi ng organi zation will file a conplete application in accordance
with 81965.65 (f) of Subpart B of this part. FmHA will nake a

determ nation of the eligibility of the borrower and feasibility of the
proposed transfer and subsequent |oan. Consolidation and reanortization
of the loans will be considered when a transfer takes pl ace.

(b) Appeal rights when a purchaser is not selected. |If a nonprofit
organi zation or public agency is not accepted by FnrHA to purchase the
proj ect because the purchaser is found to be ineligible, the transfer is
found to be not feasible or because the organization has [ower priority
t han anot her applicant in accordance with 81965.216 (b), (c), or (d) of
this subpart, appeal rights will be given to the applicant organization
in accordance with Subpart B of Part 1900 of this chapter

(c) Authorization for transfer. Wen the transfer and | oan(s) are
ready to be obligated, the National Ofice will be notified in the
format of FnHA Guide Letter 1965-E-1 (available in any FnHA office). |If
the loan will exceed the State Director's approval authority, the entire
case file shall be sent to the National Ofice for review. The Nationa
Ofice will give approval authority and authorize funding for purchase
of projects which have conplied with the provisions outlined in this
section. Subject to the nati onwi de maxi num fundi ng al | owed, the

aut horizations will be issued in date order the conpl ete prepaynent
request was received by the Servicing Ofice.
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(d) Special loans and grants available to nonprofit organi zations and
public agencies. Loans and grants are available to nonprofit

organi zati ons and public agencies to purchase and assist in the purchase
of prepaying projects and to pay first year operating expenses. Loans
to nonprofit organizations and public agencies may not exceed 102
percent of the fair market value of the project. Gants for costs
related to purchasing a project nmay not exceed $10, 000.

(1) Loans to nonprofit organi zations and public agencies. Loans to
nonprofit organi zations or public agencies will be approved in
accordance with Subpart E of Part 1944 of this chapter for the
foll owi ng purposes:

(i) A loan sufficient to enable the nonprofit organization or
public agency to purchase a project at the fair market val ue;

(ii) Wth proper justification, first year operating expenses
not to exceed 2 percent of the project's appraised fair market
value if current operating funds are not sufficient.

(2) Special advances to nonprofit organizations or public agencies
to cover costs related to purchasing a project. A grant may be nmde
to a nonprofit organization or public agency to cover any direct
costs, other than the purchase price, incurred by the organization
or agency in purchasing and assumng responsibility for a project
and related facilities. To be eligible for grant funds, the

organi zati on or agency nust be able to obtain an accepted purchase
offer for a project offered for sale by a borrower under §1965. 216
of this subpart.

(i) Gant purposes. Eligible purposes of the grant include

(A) Drect costs to the organi zation or agency that are based
on witten estimates for |egal fees for purchasing the project,
architectural fees, and/or other expenses as described in
81944. 222 of Subpart E of Part 1944 of this chapter and as
authorized by the State Drector. Legal fees for organizing
the entity are not an eligible cost;
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(B) Fees, for technical assistance received froma nonprofit
organi zati on, with housi ng and/ or community devel opnent
experience, to assist the organization or agency in the
packagi ng of the | oan docket and project as well as |egal,
technical, and professional fees incurred. Legal fees for
organi zing the entity are not an eligible cost. The Agency
will allow paynents to eligible organizations packagi ng
applications wthout discrimnation because of race, color,
religion, sex, national origin, age, famlial status, or
handi cap if such an organi zati on has authority to contract.
The packagi ng organi zati on may not represent or be associ at ed
wi th anyone el se, other than the purchasi ng nonprofit

organi zati on or public agency, who nmay benefit in any way in
t he proposed transaction.

(i1) Admnistrative requirenents. The follow ng policies and
regul ations apply to grants made under this section:

(A The policies and regul ati ons contai ned in Subpart Q of
Part 1940 apply to grantees under this subpart. (Renunbered
07-31-96, PN 264.)

(B) The grantee will retain records for three years fromthe
date Standard Form (SF)-269A, "Financial Status Report," is
submtted. The records will be accessible to the Agency and
other Federal officials in accordance with 7 CFR part 3015.
(Renunber ed 07-31-96, PN 264.)

(O Annual audits will be required if the grantee has received
nore than $25, 000 of Federal assistance in the year in which
the grant funds were received. The audits will be due 13
nonths after the end of the fiscal year in which funds were
received. (Renunbered 07-31-96, PN 264.)

(1) States, State agencies, or units of general [ ocal
governnent will conplete an audit in accordance with 7
CFR parts 3015, 3016, 3019 and OMB G rcul ar

A-128.

(2) Nonprofit organizations will conplete an audit in
accordance with 7 GFR part 3015 and OMB QG rcul ar A-133.
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(iii) Cbtaining paynent for costs. To obtain advance funds or
rei mbursement of costs, the nonprofit organization or public
agency nust:

(A Subnit to the appropriate Servicing Ofice SF-270,
"Request for Advance or Rei nbursenent,” for an anount not to
exceed $10, 000;

(B) Subnit a copy of the accepted purchase offer or option to
pur chase and assune responsibility for a prepaying project and
related facilities;

(© As soon as possible after obtaining an accepted purchase
offer or option, subnit a conplete transfer and | oan package
(if applicable), as described in 81965.65 to Subpart B of Part
1965 for transfers and Subpart E of

Part 1944 for loans to purchase the project;

(D If less than $10,000 is advanced or reinbursed at the time
of subnittal of the grant application package and the applicant
expects that further advances or reinbursements nay be needed,
addi tional funds may be requested so |l ong as the total advanced
or reinbursed does not exceed $10,000. SF-270 will be used to
request additional advances or requests for reinbursement. |If
advance funds are requested, the anount requested nay not
exceed the anmount the grantee expects to use during the 30 days
follow ng recei pt of the advance. The final draw advance or
request for reinbursenment shall not be later than the closing
date of the transfer and | oan and shall be subnitted on SF-270;

(B) Fully docurment all requests for advances with line item
estimates on SF-270. Requests for reinbursement shall be
docunented with itemzed bills or receipts for each itemlisted
on SF-270;

(F) Include SF-269A with the grant application if the entire
anount of the grant is being requested at that tine. |If the
grant will be advanced or reinbursed in nmore than one draw, SF-
269A wi Il be submtted with the final draw,
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(e)

aut hori zed.

(G Include a signed statement for all grant applications
whi ch states, "Neither the organi zation nor any of its
enpl oyees are associated with or represent anyone in this
transaction other than the applicant."

Processing grants. The follow ng actions will be taken

by FmHA when a grant application is received:

(A The FnHA Approval Cfficial will review each grant

appl i cation package for the amount authorized. The FnHA
Approval Cfficial will execute and distribute Form RD1944-51,
"Miltiple Famly Housing (oligation Fund Analysis," in
accordance with the Forms Manual |nsert;

(B) The Servicing Oficial will be responsible for review ng
the eligibility of costs estimated to be incurred or submtted
for reinbursenent;

(© A grant agreenent, prepared in substantially the same
format as Exhibit F of this subpart and authorized by grant
resolution, will be dated and executed by the applicant on the
date of grant closing. The executed agreerment will be filed in
the casefile.

(D) A grant resolution authorizing the appropriate officers of
the applicant to execute the grant agreenent will be adopted by
the applicant's board of directors or other formof governing
body. A certified copy is to be submtted to FnHA for the
file.

Servicing Ofice actions when a transfer and subsequent loan is

VWen notified by the State Ofice that the National Ofice

has aut horized the transfer and subsequent |oan, the Servicing Ofice

wll:

(08- 20- 93)

Submit the assunption to the State Ofice for approval in
accordance with 81965. 65 of Subpart B of this chapter.

Transfer any RA associated with the project to the transferee
i n accordance with paragraph XV B 1 of Exhibit E of Subpart C of
1930 of this chapter unless debt forgiveness RAis used to
repl ace current project RA
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8§1965. 217 (e) (Con.)

(3) Notify tenants that prepaynent of the loan will not be taking

pl ace and to whom the ownership of the housing is being transferred.
The notification should state that any rent increases resulting from
the transfer and loan will be processed in accordance wi th 81965. 204
(b) of this subpart.

(4) Transfer all existing loans in the project on new rates and
ternms and consolidate and reanortize, if necessary, to naintain
project feasibility and reduce rental subsidy paynents.

(5) Ensure that all delinquent accounts are brought current, cost
itens paid in full, project accounts brought current and transferred
with the project, and all taxes and liens paid or prorated at
closing as applicable. Deferred naintenance identified in previous
i nspections nust be acceptably conpl eted before the transferor may
retain any equity.

(6) Insert the restrictive-use provisions contained in Exhibit A2
of this subpart in the deed, security instrunents, |oan
agreenent/resol uti on, assunption agreenment, and/or reanortization
agreenent, as appropriate.

(f) Rental subsidies. No transfer will be approved unless there is
sufficient RA available for every tenant who woul d experience rent
overburden after the transfer, assuming that all units vacated wl|
continue to be filled by very low or |owinconme tenants. Sufficient
debt forgi veness RA (DFRA), nust be authorized for obligation in
accordance with paragraph V C of Exhibit E of Subpart C of Part 1930 of
this chapter, when authorization to process the loan is given. The
National Ofice will advise the State Ofice whether RAw Il be
transferred with the project or if RAw Il be suspended and transferred
to another project within the State when authorization to process the
transfer is given. |If the latter is chosen, all RA needs at the project
will be met with DFRA

81965. 218 Accepting prepaynent when nonprofit organi zati ons do not apply to
pur chase or funds are not avail abl e.

Borrowers not subject to restrictive-use provisions or prohibitions on
prepayment may prepay wthout restrictions within 120 days of neeting either
of the follow ng requirements

(a) No offer to purchase.

(1) At least 180 days have passed since the offer to sell to a
[ ocal nonprofit organization or public agency began and the
adverti senent continued for the full 180 days;
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(2) The project has been offered to regi onal and nationa
organi zations for at |least a 60-day period of the 180 days;

(3) Docunentation is provided showing that all organi zati ons whose
nanes were provided by the District or State Ofice were contacted
in accordance with 81965.216 (b) of this subpart and offered the
housi ng for purchase;

(4) No qualified nonprofit organi zation has nade a bona fide offer
to purchase the property for the appraised fair market val ue.
(NOTE: An offer will be considered to be bona fide if there is a
witten offer to purchase the project at fair nmarket value, even if
the offer is contingent on FnHA fundi ng when no funding is

avail able.); and

(5) Funds have been avail able for the purpose of carrying out a
transfer/sal e during this period.

(b) Funds are not available. A borrower may be allowed to prepay even
if an eligible nonprofit organization or public agency has offered to
purchase the project if the follow ng |ack of funding exists. Al funds
for funding nonprofit organizations and public agencies for the purpose
of purchasing any project in the country nust have been exhausted for a
period of 15 nonths. This determnation is not related to the |ength of
time the particular project has been on the waiting list. The Nationa
Ofice will periodically advise State Ofices of the status of the
waiting list and the availability of funds.

81965. 219 FEnHA processing of prepaynent.

VWhen a prepaynent is accepted in accordance with 81965.218 of this
subpart, the Servicing Ofice will process the prepayment in accordance with
t he applicabl e provisions of 81965.215 (e)(1), (2), (3), (4), and (8) of this
subpart.

§81965. 220 - 1965.221 [Reserved]

81965.222 Violations of restrictive-use provisions.

Shoul d the Servicing Ofice receive a witten conplaint or becone
otherwi se aware of a violation of the prepaynent restrictive-use provisions
set out in Exhibit A-3 or A-4 of this subpart or the Restrictive-Use
Agreenents set out in Exhibits G1 thru 4 of this subpart by the owner of a
previously FmHA-financed project, the followi ng actions will be taken:
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(a) The complainants will be informed that they may pursue enforcenent
t hrough the courts.

(b) The Servicing Ofice or other designated office will conduct a
prelimnary evaluation of the conplaint. This evaluation may
necessitate the gathering of additional information. Should the
prelimnary evaluation indicate the conplaint is not valid, the
conplainant will be so informed. Should the prelimnary eval uation
indicate the conplaint is or may be valid, then the conplaint, all facts
gat hered, an eval uation report, and Servicing Ofice reconendation wl |l
be forwarded to the State Ofice or other designated office for review
and acti on.

(c) |If the State Ofice or other designated office determ nes that a
violation of the restrictive-use provisions has |likely occurred, the
Adm nistrator will be notified. The State Ofice or other designated
office will ask the OGC to provide advice in such cases and, if
appropriate, refer the case to the Departnent of Justice or other
appropriate agency for enforcement. A copy of any conplaint requesting
enforcenent of the restrictive-use provisions submtted to the
Departnment of Justice or other appropriate agency shoul d al so be
forwarded to the Adm nistrator

81965. 223 Relationship with acceleration of accounts, bankruptcy,
foreclosure, or inventory properties.

(a) Acceleration of accounts. Accelerations of accounts will be
prepared in accordance with FnHA CGuide Letters 1955-A-1 or 1955-A-2
(available in any FHA office). Any FnHA | oan nade after

Decenmber 21, 1979, prepaid in response to an accel eration of the account
will be required to have the appropriate restrictive-use |anguage
inserted in the deed of release or satisfaction, as appropriate upon the
advice of OCC. Any FnmHA | oan nade on or before Decenber 21, 1979, with
paynment -in-full made in response to an accel eration of the account, wll
be required to have the appropriate restrictive-use | anguage inserted on
the instrument recorded in the real estate records, as appropriate upon
the advice of OGC, only if the payment occurs within 1 year after the
borrower had initiated a request to prepay the loan(s). The
restrictions used will be those contained in Exhibit A-3 of this subpart
for | oans subject to restrictive-use provisions or prohibited from
prepayi ng. The restrictive-use period will extend for the remaining
termof the accelerated loan or length of the existing restrictive-use
peri od, whichever is applicable.

(b) Foreclosure. |If a project is sold out of the programat a
foreclosure sale, the restrictive-use provisions will be retained and
added to the deed in accordance with Exhibit A-3 or A-4 of this subpart
and paragraph (a) of this section
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(c) lnventory property. Restrictive-use provisions will be retained
for projects taken into or sold out of FmHA inventory in accordance with
Exhi bits A-1 through A-4 of this subpart and paragraph (a) of this
section, unless a determnation is made in accordance with §1965. 215 and
Exhi bit E of this subpart that the restrictions may be rel eased or that
the property is determ ned non-program property. Tenants will receive
all appropriate notifications as they would for prepaying projects not
bei ng accel er at ed.

(d) Bankruptcy. Bankruptcy proceedings will have no effect on
contractual requirement for restrictive-use

81965. 224 Prepaynent of | oans caused by advance paynents on the account.

If the loan on a project, in which the last loan to build or acquire new
units was obligated prior to Decenber 15, 1989, reaches or falls bel ow six
remai ni ng paynents due to borrower voluntary advance paynments or mandatory
extra paynents required by FnHA regul ation or |law, the borrower wll be
notified that the final payment on the account cannot be accepted unless a
prepayment request is made. FmHA will informthe borrower that, by |aw,
prepayment regul ations nust be followed for all |oans requesting prepaynent
subsequent to enactnent of the law. The borrower will be required to submt
all applicable information required by 81965.205 of this subpart and conplete
all applicable actions required by this subpart before a final payment can be
accept ed.

§81965. 225 - 1965.248 [Reserved]

81965. 249 Exception authority.

The Adm nistrator may, in individual cases, nmake an exception to any
requi renents of this subpart not required by the authorizing statute if the
Admi ni strator finds that application of such requirenment woul d adversely
affect the interest of the Governnent, adversely affect the acconplishnent of
t he purposes of the RRH or LH programs, or result in undue hardship on the
tenants by applying the requirements. The Admi nistrator may exercise the
authority at the request of the State Director. The State Director wll
submt the request supported by data that denonstrates the adverse inpact,
citing the particular requirenment involved and recomendi ng proper alternative
course(s) of action, and outlining how the adverse inpact could be mitigated.
Exception to any requirenent may al so be initiated by the Assistant
Adm ni strator for Housing.
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81965. 250 OMB control nunber.

The reporting and recordkeepi ng requirenents contained in this regulation
have been approved by the O fice of Managenent and Budget and have been
assigned OMB control nunber 0575-0155. Public reporting burden for this
collection of information is estimated to vary from5 mnutes to 5 hours per
response, with an average of 1.3 hours per response, including tinme for
review ng instructions, searching existing data sources, gathering and
mai nt ai ni ng the data needed, and conpleting and review ng the collection of
information. Send comments regarding this burden estimate or any other aspect
of this collection, including suggestions for reducing this burden, to
Departnent of Agriculture, Cearance Oficer, ORM Room 404-W Washi ngton, DC
20250; and to the O fice of Managenment and Budget, Paperwork Reduction Project
(OVB #0575-0155), Washi ngton, DC 20503.

Attachnments: Exhibits A-1, A-2, A-3, A4, B, C, D D1, E F, G1, G2, G3,
and G4
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Exhibit A-1

Required d auses for Active Borrowers Wth
Projects Subject to Restrictive-Use Provisions as a
Result of Specific Loan Making or Loan Servicing Actions

The following Milti-Fam |y Housing projects are subject to restrictive-use
provisions as set forth in their |oan docunents or security instrunents:

(a) Al |oans approved between Decenber 21, 1979, and Decenber 15,
1989;

(b) Subsequent |oans not nade to build or acquire new units approved on
or after Decenber 15, 1989;

(c) Any loans approved prior to Decenber 21, 1979, and subsequently
nmade subject to restrictive-use provisions due to a servicing action
(e.g., transfer, reanortization, consolidation) as described in Subpart
B of Part 1965 of this chapter, or an incentive to deter prepaynent of
the | oan as described in this subpart.

Al'l loans or servicing actions neeting the above criteria wth prepaynent
incentives obligated or approved after the effective date of this regulation
will be subject to the following restriction. The restriction will be
inserted in the deed, conveyance instrunent, |oan agreenent/resol ution,
assunption agreenment, interest credit agreenent, or reanortization agreenent,
as appropriate. The restrictions are applicable for a termof 20 years from
the date on which the | ast |oan was cl osed or nmade subject to such
restrictions as a result of a servicing action or incentive to not prepay.

"The borrower and any successors in interest agree to use the housing for the
pur pose of housing people eligible for occupancy as provided in Section 514 or
Section 515 of Title V of the Housing Act of 1949, as anmended, and FnHA

regul ations then extant during this 20 year period beginning (the date the
last loan on the project is obligated, or date the project was |ast nade
subject to the prepaynment restrictive-use provisions as a result of servicing
actions or incentive to not prepay the |oan, authorized under this subpart or
ot her subparts). Until (date), no eligible person occupying the housing shal
be required to vacate, or any eligible person wi shing to occupy shall be
deni ed occupancy wi thout cause. The borrower will be released fromthese
obligations before that date only when the Governnent determines that there is
no | onger a need for such housing, or that such other financial assistance
provi ded the residents of such housing will no | onger be provided due to no
fault, action or lack of action on the part of the borrower. A tenant or

i ndi vi dual wi shing to occupy the housing may seek enforcenent of this
provision, as well as the Government."
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Exhibit A-2

Requi red O auses for Projects Made Subject to
Restrictive-use Provisions Wien a Loan is Transferred
to a Nonprofit Organization or Public Agency
to Avert Prepaynent

Multi-Fam |y Housing projects nmade subject to restrictive-use provisions
because of a transfer and subsequent | oan to a nonprofit organization or
public agency in order to avert prepaynent of the [ oan as described in this
subpart are subject to restrictions which are set forth in the |oan
instruments or security agreements. Loans neeting the precedi ng conditions
wi th prepaynent incentives obligated after the effective date of this
regulation will be required to have the following restriction inserted in the
deed, conveyance instrunent, |oan resolution, and assunption agreement, as
appl i cabl e:

"The borrower and any successors in interest agrsee to use the housing for the
pur pose of housing very low and | owincome people eligible for occupancy as
provided in Farnmers Honme Administration regulations then extant during the

remai ning useful life of the project. A tenant or person w shing to occupy
t he housing may seek enforcenent of this provision as well as the Government.
Throughout the remaining useful life of this project, no eligible person

occupying or wishing to occupy the housing shalsl be required to vacate or be
deni ed occupancy w thout cause. Rents, other charges, and conditions of
occupancy will be set to neet these conditions. The borrower will be rel eased
during such period fromthese obligations only when the Governnment determ nes
that there is no longer a need for such housing, or that such other financial
assi stance provided to the residents of such housing will no | onger be
provided due to no fault, action or lack of action on the part of the
borrower . "

The restrictions are intended to protect only very low and | owincome

i ndividuals and famlies for the remaining useful |ife of the project, unless
the Governnent subsidy is renoved without cause or it is determined there is
no | onger a need for the housing. These restrictions will not be superceded
by new restrictions inposed by subsequent transfers. Eligible noderate-incone
tenants living at the project at the time of prepaynent will not be required
to nove as a result of the restrictions. Mbder at e-i ncone applicants for the
housing will continue to retain priority over ineligible applicants for the
housi ng.
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Requi red C auses for Prepaid Projects
Wii ch Were Subject to
Restrictive-Use Provisions Prior to the Prepaynent

The required clauses contained in this Exhibit pertain to the follow ng nmulti-
famly projects, unless an exception to the restrictive-use provisions has
been granted in accordance with this subpart:

(a) Any loan on the project obligated between Decenber 21, 1979, and
Decenmber 15, 1989, or subsequent |oan not nade to build or acquire new
units approved on or after Decenber 15, 1989;

(b) Any loan nmade subject to restrictive-use provisions as a result of
a transfer, consolidation, or reanortization as set forth in this
subpart;

(c) Any |loan nade subject to restrictive-use provisions as a result of
accepting an incentive to not prepay as set forth in this subpart;

(d) Any loan previously subject to restrictive-use provisions being
accel er at ed.

The preceding projects may only be prepaid if the title to the real property
is made subject to the followi ng restrictive-use provisions and i ncorporated
in the security releases. The borrower will also be required to execute the
Restrictive-Use Agreement found at Exhibit G 1 to this subpart.

"The owner and any successors in interest agree that the housing | ocated on
this property will be used only as authorized under Section 514 or 515 of
Title V of the Housing Act of 1949, as anended, and 7 CF. R Part 1965,
Subpart E, or other regulations then extant until (insert date shown on
existing restrictive-use provisions). A tenant or applicant for occupancy nay
seek enforcenent of this provision as well as the Governnment. During the
restricted period, no eligible person occupying or wishing to occupy the
housi ng shall be required to vacate or be denied occupancy w t hout cause.
Rents, other charges, and conditions of occupancy will be set so that the
effect will not differ fromwhat would have been, had the project remained in
the FmHA program The owner agrees to keep a notice posted at the project,
and in a visible place available for tenant inspection, for the remainder of
the restrictive-use period, stating that the project is to be used in
accordance with the Housing Act, and that managenent practices and renta
rates will be consistent with those necessary to maintain the project for
(insert "low and noderate-income” or "very low and |owincone" as shown on
existing restrictive-use provisions) tenants for the renmminder of the
restrictive-use period.”
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The provisions provide protections to the same categories of tenants who were
protected while the loan(s) were in effect, to the same extent that the
tenants were protected prior to the prepaynent and for the length of tine
remai ni ng under the restrictions prior to the prepaynent.
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Exhibit A-4

Requi red d auses for Prepaid Projects Which Becane
Subject to Restrictive-Use Provisions at the Tine of Prepaynent

Multi-Fam |y Housing projects which were not subject to restrictive-use
provisions prior to prepaynent nmay, generally, only be prepaid if the title to
the real property is made subject to one of the follow ng restrictive-use
provisions and the provisions are filed with the security rel eases. The
restrictive-use provisions apply to all | oans nmade prior to Decenmber 21, 1979,
that were not subsequently nade subject to restrictive-use provisions as a
result of servicing actions after Decenber 21, 1979. The restrictions wll

al so be used for sales of projects at foreclosure for projects not previously
subject to restrictive-use provisions. The conditions for which restrictive-
use provisions are not required are set forth in 81965.215 of this subpart.

(A) 20-year Restrictive-Use Provisions. These provisions are used when
the owner agrees to restrictive-use provisions for a mnimumof a 20-
year period, and agrees to offer to sell the assisted housing and
related facilities to a qualified nonprofit organization or public
agency in accordance with Farmers Hone Adm nistration (FmHA) regul ation
upon term nation of the 20-year period. The period is calculated from
the date on which the last |oan for the project was obligated or
appl i cabl e servicing action taken. The borrower will also be required
to execute the Restrictive-Use Agreenment found at Exhibit G2 to this
subpart.

"The owner and any successors in interest agree to use the housing as required
in7 CF.R Part 1965, Subpart E or other regulations then extant during this
20-year period beginning (date of the last |oan or servicing action) for the
pur pose of housing | ow and noderate-income people eligible for occupancy. A
tenant or applicant for housing may seek enforcenent of this provision, as
wel|l as the Government. Prior to (date period ends) no eligible person
occupyi ng or wishing to occupy the housing shall be required to vacate or be
deni ed occupancy wi thout cause. Rents, other charges, and conditions of
occupancy will be established to neet these conditions such that the effect
will not differ fromwhat woul d have been, had the project remained in the
FmHA program The owner also agrees to keep a notice posted at the project
for the remai nder of the restrictive-use period, in a visible place avail able
for tenant inspection, stating that the project is to be used in accordance

wi th the Housing Act, and that managenent practices and rental rates will be
consistent with those necessary to nmaintain the project for the protected
popul ation for the remainder of the restrictive-use period. At the expiration
of this period ending (date), the housing and related facilities will be
offered for sale to a qualified nonprofit organization or public agency, as
determ ned by FnHA. "
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(B) Loans Over 20 Years A d. These provisions are used when all | oans
were obligated and applicable servicing actions took place for the
project over 20 years prior to the prepaynment, and the owner enters into
an agreement to inmmediately attenpt to offer the project for sale to a
nonprofit organization or public agency in accordance with 81965. 216 of
this subpart. The borrower will also be required to execute the
Restrictive-Use Agreenent found at Exhibit G3 to this subpart.

"The owners and any successors in interest agree to imediately offer to sel
the housing and related facilities to a qualified nonprofit organization or
publ i ¢ agency, as determined by Farmers Hone Administration.”

(© Current Tenants Restrictive-Use Provisions. These provisions are
used when the owner enters into an agreenent that no current tenants
wi || be displaced due to a change in the use of the housing or an
increase in rental or other charges, as a result of the prepaynment, for
as long as the current tenants wish to remain at the project. The
provision may only be used if it is determned by FrHA that the
conditions specified in this subpart, addressing the effect of
prepayment on mnorities, handi capped individuals, and famlies with
children in the project and market area, can be nmet, allow ng an
exception fromthe requirenment to offer the project to sale to a
nonprofit organization or public body. The borrower will also be
required to execute the Restrictive-Use Agreenent found at Exhibit G4
to this subpart.

"The owner and any successors in interest agree to use the housing for the

pur pose of housing eligible | ow and noderate-inconme people occupying the
project at the time the prepaynent was accepted, as provided in 7 CF.R Part
1965, Subpart E, and other applicable regulations then extant. No eligible
person currently occupying the housing shall be required to vacate prior to
the end of the renmmining useful life of the project w thout cause. Rents,

ot her charges, and conditions of occupancy will be established to neet these
conditions. Existing tenants are protected to ensure that none experience new
or increased rent overburden until each voluntarily noves fromthe project.
The owner al so agrees to keep a notice posted at the project in a place

avail abl e for tenant inspection, for the renmaining useful life of the project
or until the last existing tenant vacates, stating that the project is to be
used in accordance with the Housing Act, and that nanagenent practices and
rental rates for current tenants as of the date of the prepaynent will be
consistent with those necessary to naintain the project for |ow and noderate-
incone tenants. A tenant may seek enforcenent of this provision as well as

t he Government."

000



RD I nstruction 1965-E
Exhibit B

REPORT ON PREPAYMENT

The following itens are to be conpleted. For any itemthat does not apply,

insert "not applicable.” |Itens 1 through 18 are to be conpleted from

i nformati on provided by the borrower in the conplete application for

prepayment. Itenms 19 through 22 will be conpleted after the prepaynment has

t aken pl ace.

1. Narme of borrower.

2. Nane of project.

3. Case and project nunber.

4. Date of all |oan approvals, consolidations, reanortizations, and
transfers, whether sane or new ternms.

5. Type of borrower entity (e.g., individual, Iimted partnership,
nonprofit, public agency) and plan of operation (e.g., Full Profit, Plan
Il, Plan | Section 8).

6. The total nunber of units in the project, the nunber of units occupied by
eligible tenants and the nunber of units in the project with elderly or
handi capped househol ds.

7. The estimate of the nunber of households that will be displaced as a
result of prepaynent (i.e., rents will increase to nore than 30 percent
of incone or their current rent, whichever is higher) broken down between
elderly and famly.

8. The estinmated average rel ocation cost of the househol ds bei ng displ aced
and the total of all households to be displaced.

9. An indication of the displaced household's ability to pay rel ocation
costs (i.e., based on incone and assets).

10. The income distribution of the households presently in the project broken
down between elderly and famly.

11. The current rents and rent levels projected after prepaynent (based on
nmar ket anal ysi s and proj ected budget).*

12. The nunber and type of Section 8 or rental assistance units, and whether

Section 8 will continue after prepaynent.*
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13.
14.

15.
16.

17.
18.
19.

20.

21.

22.

23.

a. The earliest date borrower can "opt-out" of Section 8 (The "opt-out"
date may be the next renewal date under the contract).

b. The year the Section 8 contract expires and the year Section 8 funds
are anticipated to be depleted (not necessarily the sane date).

Any cause of displacenent other than rent.*

The availability of other vacant units in the area, their renta
structure, and suitability and affordability for project tenants.

The estinmated replacenent cost per unit.*

The nunber of mnority households in the housing and on the waiting |ist,
and percentage of minorities in the market area.

The District Ofice's recomendation on the final action.*
Date of estinmated prepaynent or actual prepaynent, as applicable.

Det erm ne whether restrictive-use provisions were in effect prior to
prepaynment and date the provisions expire.*

St at ement descri bing whether restrictive-use provisions will be inserted
in rel ease of security docunments, the restrictions being included and
when the restrictions will expire. |f an exception was granted, include
the basis for the exception.*

List the date tenants were notified of the pending prepaynent and the
restrictions which would remain in effect, or were told the reasons no
restrictions were required.

If the project was not subject to restrictive-use provisions, which
incentives were offered to remain in the program State the reason(s)
for non-acceptance (if known).*

If the project was not subject to restrictive-use provisions, describe
whet her the housing was offered for sale to a nonprofit organization or
publ i c agency, and what the result was.*

* These itens are not required for on-farmlabor housing prepaynent requests
i f the housing cannot be separated fromthe farmfor security purposes.

000
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CHECKLI ST FOR REQUESTI NG PREPAYMENT
(Handout for Borrowers)

If you wish to prepay a Milti-Fam |y Housing | oan, you nust submit a request
to prepay in accordance with Farners Honme Administration (FnHA) Instruction

1965- E.

The foll owi ng checklist provides guidance for the required itens to

be submitted to your FnmHA Servicing Ofice in order to conply with the
requi renents for a conplete request.

A

A statenent requesting approval to prepay the FnHA nortgage and
remove it fromthe FnHA program |nclude the project nane and
location in the request.

Specify the date of the anticipated prepaynment. |f the prepaynent
will be in less than | 80 days, include a statenent agreelng that

| eases will be extended for all existing tenants at the project and
guaranteeing the current rents and living conditions, for at |east
80 days or until all current |eases expire, whichever is later. The
extended | ease format will be reviewed by FnHA prior to accepting the
pr epaynent.

A signed certification that you and successors in interest wll
continue to administer the housing in accordance with Fair Housing
policies after the prepaynent.

A statenment describing if you expect to prepay with or w thout
restrictive-use provisions in the rel ease docunents. (NOTE

Ext ensi on of | eases as provided in B above, or other statenents of
intent to maintain the housing for | ow and noderate-incone

i ndividuals and fam |lies may not be substituted for restrictive-use
provisions.)

1. Include the proposed | anguage to be added to the | eases of
tenants entering the project after the date the prepaynent request is
nmade and before prepaynent is acted upon, in accordance with

§1965. 206 (b) (5) of this subpart.

2. If the loan is to be prepaid subject to restrictive-use
provi sions, include the | ease |anguage to be used subsequent to
prepaynment, in accordance with 81965.215 (e)(5) of this subpart.

Provide prelimnary responses to the questions contained in the
prepaynment report (ltenms 1 through 18 on Exhibit B of this subpart),
and information required for use in devel oping the incentive node
(Exhibit D of this subpart). The follow ng docunentation will be
required:

(08-20-93) SPECI AL PN
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Form RD1944- 29, "Project Wrksheet for Interest Credit and
Rent al Assi stance,” showi ng the occupancy of all units and a
deternmination of 30 percent of each househol d's adjusted

i ncomne.

Material s necessary to determine the average cost of noving a
di spl aced househol d. To determ ne the average cost of the
actual nove, a survey of |ocal noving conpanies shall be
conducted. The noving conpanies will be asked to provide the
average cost of moving a household to alternative housing
within the market area of the prepaying project. Average
novi ng costs shall be determined for each size unit in the
prepaying project. In addition to the actual noving costs,
an estinmate of |ikely expenses the tenant will encounter

shal | be made. The estinmate should include security
deposits, utility deposits, and other identifiable noving

i nci dent al s.

Derivation of projected rents:*

Provide a proforna budget devel oped in accordance wth
paragraph H of this Exhibit that shows the projected rents
for the units after prepaynent. The follow ng areas shall be
consi dered when devel opi ng t he budgets:

(a) Expenses. The budget will utilize historical operating
expenses adjusted to reflect operation of the project as
unsubsi di zed conventional multi-famly housing. |If

hi storical expenses have not net past operating needs such as
def erred mai nt enance, taxes, and required escrows, expenses
will be adjusted to show the project operating on a break-
even basis. Expenses will also be adjusted to reflect debt
servi ce based upon current rates, terms, and | oan-to-equity
ratios for conventional unsubsidized nortgage financing
available for multi-famly housing. The expenses devel oped
nmay consider such itens as deductions for decreased tenant
and financial reporting requirenents and increases for
marketing, tenant incentives and operating expenses for

anmeni ties added to the project to make the project
conpetitive with existing conventional nulti-fanmly housing.

I ncone shown fromrents and other tenant charges shall be
based upon docunented rents and charges being received in the
mar ket by unsubsi di zed conventional nulti-famly housing
projects. Rents shall be adjusted to reflect the difference
in project anenities between the unsubsidized conventiona
housi ng and the prepaying project. The
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projected rents shall also reflect the changes in the market
fromthe addition of the prepaying project to the
unsubsi di zed mar ket .

(b) An analysis of unsubsidized conventional nmulti-famly
housi ng rents being received at projects that will be
conpeting with the prepaying project in the project's narket
area. The analysis will show the rents at the conpeting
proj ects broken down by unit size, list any incentives being
of fered, the nunber of units and vacancies at the projects,
and a brief physical description of the project including
project age, location, and anenities. (NOTE: This

i nformati on nay be obtained fromthe market survey required
inltem9 of this section.)

I f applicable, a copy of a HUD Section 8 Housing Assi stance
Paynment (HAP) contract clearly showing the expirati on date of
the contract and all renewal dates. |If no restrictive-use
provisions are to be included in the rel ease docunents, show
the date on which you plan to "opt-out" of the HAP contract.
If electing to "opt-out," provide evidence that you have
taken all steps required by HUD, to date, to "opt-out" by the
target date

If your State requires that certain actions be taken prior to
t he housi ng being renoved fromthe | ow and noderate-i ncone
housi ng, provide docunentation that all necessary steps have
been or are being taken to prepay by the anticipated date.

If existing tenants at the project have Section 8
certificates or vouchers, provide a copy of HUD s Fair Market
Rents as they pertain to the area, or a statement fromthe

| ocal Public Housing Authority (PHA) stating the highest rent
level s at which tenants in different size units can be
subsi di zed at this project.*

(If applicable) If you plan to prepay subject to restrictive-
use provisions which protect current tenants only, provide an
anal ysi s based on historical turnover at the project show ng
the nunber of units likely to remain occupied by eligible
tenants for each year after the prepaynent.

SPECI AL PN
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8. (If applicable) A refinancing letter froma financia
institution detailing proposed rates, terns, and | oan-to-
equity ratios, and any plans for the project, including any
proposed renovations and conversions to other uses. |If there
is no financing commitnent, include a statenment and evi dence
of how the FnmHA loan will be paid in full.*

9. A market survey show ng conparable, vacant units in the area
and their rent structures. A professional nmarket study is
not required to neet this item Include justification for
how det erm nati ons of conparability were reached. This
survey shoul d incl ude: *

Locati on of conparabl e project;
Number of units and bedroom mi x;
Rental rates by bedroom m x
Li st of any incentives being offered;
Vacancy rate;
Age of project;
Type of housing (elderly vs famly, etc.);
List of project anmenities, both unit and comon area;
Si ze of comunity;
Vacancy and turnover rates in the comunity for
npar abl e units;
Waiting lists and other nmeasures of unnet demand at
er housi ng;
Buil ding permts issued for nulti-fam |y housing wthin
| ast year within the market area
(m Known future changes in the |ocal econony that may
i ncrease or decrease housi ng needs; and
(n) Any other factors which woul d docunent the unsubsi di zed
conventional market for the nunber of units contained in the
project at rent levels consistent with those being charged at
conpar abl e housi ng.

e e e e e e e

I N o R N o R i T T i e e Ve VN

D~ o>

10. Census figures or other official statistics on the percentage
of mnorities in the market area. Al so include the nunmber of
mnority households at the project and on the waiting |ist.

* These itens are not required for on-farmlabor housing prepaynent requests
i f the housing cannot be separated, for security purposes, fromthe farm
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G Docunent ation of the ability to prepay with a statement detailing how

t he prepaynment will be financed, including one of the follow ng forns
of docunentation (materials used to docunent paragraph F 8 of this
Exhi bit may be used if applicable):

1

Evi dence that the project is feasible as a conventiona
project including: a projected budget with conventiona

| ender interest rate, terns, and debt-to-equity rati os,
expenses set at historical levels, and a market survey
(showi ng waiting lists, vacancies, and availability of other
sui tabl e housi ng) showi ng the demand for unsubsi dized
conventional housing in the market area at rents that will be
requi red by the above budget. This information nay be the
sane as that provided in paragraphs F 3 and 8 of this

Exhi bit.

Evi dence of a letter to the current owner froma financia
institution to refinance the project with no unusua
contingencies. The letter nust be simlar to conm tnent
letters issued by the sane | ender for other conventiona
projects. The letter nust state the anount of the |oan as
well as rates, ternms, and |oan-to-value ratio. Contingencies
for use should be conpatible with the conditions of the
proposed prepaynment. (NOTE: |If it appears fromthe letter
that the lender is unaware of the conditions of the proposed
prepaynent (e.g., Section 8 "opt-out" or not eligible for

| owincone tax credits), or if the letter is not clear, the
I ending officer will be contacted for clarification.)

If applicable, an option to sell the housing to a non-FnHA
purchaser. The option nust contain no provisions requiring
FmHA financing for the project after the sale nor other
stipulations which may indirectly require an FnHA | oan (e.g.
ability to obtain tax credits). |f applicable, docunentation
of the purchaser's ability to borrow the funds or pay equity
from personal |iquid assets.

Evi dence of cash or liquid assets of the borrower

organi zation to pay the entire loan in full. Provide
certification that the cash and/or assets are not

si nul t aneously being shown as available to prepay any ot her
FmHA | oan, nor to neet any other commitnment. |f the assets
bel ong to an individual and the borrower entity is an
organi zation, submt docunentation of
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arrangenents whi ch have been nmade for the post-prepaynent
period (e.g., repaynment of |oan, option to transfer the
project, etc.).

In addition, you nust show that any actions required by contract or law (as in
paragraphs F 4 and 5 of this Exhibit) prior to prepaynent have been conpl et ed.

___H

Provide the following informati on on a conpl eted profornm budget:
(NOTE: As with all information submitted, the FnHA Servicing Ofice
wi Il evaluate the budget for accuracy.) Current FnHA budget figures
wi Il be used where indicated unless well-docunented justification for
devi ations are provided. The budget prepared may be the sane as the
budget prepared for in paragraph F 3 of this Exhibit.

000
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METHODOLOGY FOR DETERM NI NG PREPAYMENT | NCENTI VES

I ntroduction: Borrowers who request to prepay their Rural Rental Housing

| oans and denonstrate their ability to do so nust be offered an incentive to
retain the project within the Rural Housing Service (RHS) program
Incentivees may be offered only if the restrictive period has expired for any
RRH project loan entered into after Decenber 21, 1979, but before Decenber 15
1987. This Exhibit provides a nodel to be used to derive the incentive which
may be offered. The nodel is based on the market conditions the project
operates in. The equity |loan portion of the incentive offer is based on the
fair market value of the project as appraised as an unsubsidi zed conventi ona
project. The renmainder of the nodel conpensates the borrower for commtting
to continued use as | owincone housing for an additional 20 years by
increasing the return on investment or releasing limtations or return on
investment. The final incentive offer will be limted by the procedura

requi rements contained in Exhibit E of this subpart. Wen devel opi ng an
incentive offer, the Servicing Ofice or other designated office nust first
of fer incentives other than equity loans, unless it is determ ned that
alternative incentives are not adequate to provide a fair return to the
borrower, prevent prepaynent of the |oan(s), or prevent displacenment of the
tenants. (Revised 05-07-97, SPECIAL PN.)

I. Information needed to make the determination. Prior to determning the
incentive offer, the Servicing Ofice or other designated office nmust ensure
the follow ng informati on needed to conplete the input worksheet contained in
Exhibit D-1 of this subpart is available and accurate (NOTE Al
docunentation used in this determ nati on nust be appended to the worksheet).

A The following information will be assenbled by the Servicing Ofice
or other designated office:

1. Most recent apprai sed val ue of the project;

2. Qurrent unpaid | oan bal ances;

3. Dollar anount of initial borrower contribution;

4. Borrower's current rate of return on investnent;

5. Borrower's current allowable return on investment.

6. |If applicable, a determnation of the excess funds in the reserve
account beyond those needed to fully fund the reserve, pay all outstanding

expenses, and meet nai nt enance needs in the foreseeabl e future in accordance
with 81965.213 (b)(3) of this subpart.
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B. The following information will be submitted by the borrower with the

prepayment request, in accordance with 81965.205 (b) and Exhibits C and E of
this subpart. Al information subnmitted will be reviewed by the Servicing
Ofice or other designated office to ensure accuracy:

1. Qurrent budget for the subject project. A second budget with rents
adj usted, if necessary, to meet all required expenses, such as taxes, reserve
account transfers, and nai ntenance needs, may be needed.

2. Rents for conparabl e unsubsi di zed conventional housing in the
community. Conpl ete docurentation shoul d be included show ng the unsubsi di zed
conventional market can support the proposed nunber of units being added at the
conventional rental rate shown. These rents should be shown in the follow ng
t hree-step process:

a. Deternmne the rents for unsubsidized conventional projects in
t he comunity.

b. Use the conventional rents shown in a and adjust for anenities
and | ocati on when conpared to the subject project. The basis for the
adj ust nents shoul d be shown.

c. UWilize the conventional rents derived in paragraph | B 2 b of
this Exhibit and adjust for the addition of the subject units to the
conventional market. Include all other prepaynent requests in the same
nmar ket area whi ch preceded the subject project or were submtted by the
same borrower at the sane time. Vacancy rates and waiting |ists shoul d
be taken into account when deternining market inpact.

3. A project operating budget show ng i ncome and expenses for the
proj ect as operated as unsubsidi zed conventional housing. The RHS budget
currently in use will be used as a guide for m scel | aneous project income and
proj ect operating expenses. Rents used will be derived from conparabl e
unsubsi di zed projects in the subject market area as deternmined in paragraph | B
2 of this Exhibit. Expenses will be adjusted to deduct costs unique to
operating the project as subsidized housi ng, such as additional reporting, and
increased to reflect additional narketing expenses, tenant incentives, etc., as
appropriate. |f any increase in vacancies is expected as a result of tenant
turnover during the conversion, an increased vacancy al |l onance shoul d be
included in the budget. An allowance for depreciation or reserves wll be
i ncl uded. No debt service expenses are to be shown.

4. List rates, terns, and |oan-to-val ue ratios for |oans avail able from
traditional nulti-famly nortgage | enders for conventional multi-famly housing
projects. The lender need not be |ocal to the project, but nust be able to
lend within the subj ect market area
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5. If applicable, list the terns of restrictive-use and nunber of years
the project remains legally subject to restrictive-use provisions as required
by |aw or under agreenments with State, county, or |ocal governnent. Describe
the estinmated expenses required to be paid to displaced tenants by the owner
under any applicable state or |ocal |aws.

6. If applicable, list the nunber of years renaining under restrictive-
use provi sions under any non-RHS project based rental subsidy, if the borrower
were to prepay but retain the subsidy. Describe the length of time renaining
under the subsidy contract and the renewal options, if any, available to the
borrower. The nost common exanpl e woul d be a proj ect-based Section 8 contract.

7. If prepayment is to be accepted subject to restrictive-use
provisions to protect existing tenants, estimate the average nunber of units
expected to remain in | owinconme use for each year after the prepaynent is
accepted until all lowincome tenants have relocated, if applicable.

Il. Determnation of Incentives to be Ofered. Incentives to retain the | ow
i ncome use of the housing will be developed in the foll ow ng manner:

A Incentive Equity Loan. A |loan as described in 81965.213 (a)(1) of
this subpart may be offered to allow a borrower access to equity that has
accunul ated in a project either through appreciation or debt reduction.
Equity loans will be calculated by first determning the fair market val ue of
t he project appraised as unsubsidi zed conventional housing, multiplying the
val ue by 90 percent and subtracting the amount of current debt against the
project. The resulting anmount is the maxi numthat nmay be offered as an equity
loan to the borrower. When devel oping an incentive offer, the Servicing
O fice or other designated office must first offer incentives other than
equity loans, unless it is deternmned that alternaive incentives are not
adequate to provide a fair return to the borrower, prevent prepaynment of the
| oan(s), or prevent displacenent of the tenants. (Revised 05-07-97, SPECI AL
PN.)

For mul a:

Current appraised val ue
x .90

Tot al

- all existing debt

Maxi mum equi ty | oan
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Example 1
Proj ect size: 36 units
Initial borrower contribution: $ 53,000
Original debt: $1, 008, 000
Current debt: $ 790, 000
Val ue as apprai sed as unsubsi di zed
conventi onal housi ng: $1, 250, 000
Cal cul ati on:
Current val ue $1, 250, 000
X _90%
$1, 125, 000
m nus current debt - 790, 000
Maxi mum equi ty | oan $335, 000
Exampl e 2
Al factors the same as in Exanple 1, except:
Val ue as apprai sed as unsubsi di zed
conventional housi ng: $875, 000
Cal cul ati on:
Current val ue $875, 000
X _90%
$787, 500
m nus current debt - 790, 000
Maxi mum equi ty | oan 0

In the second example, since the maxinumequity loan is | ess than zero,

no equity loan nmay be of fered.

The valuation of the project is market driven. When deternmining the fair
mar ket val ue of the project, current unsubsidized conventional nulti-famly

housing rents in the project market area are used in conjunction with current
operating expenses and expected rates of return for alternative borrower
investnments. The appraisal shall adjust the operating expenses to reflect
operation of the project as unsubsidi zed conventional housing. The appraisa
shal | al so consider the differences in project anenities between the subject
and mar ket conparabl es used. Appraisals conducted to determ ne the amount of
an equity loan shall consider the present worth of any tenant subsidy
contracts that would remain with the project after a prepaynment, and the val ue
of existing reserve accounts.
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(Added 05-07-97, SPECI AL PN.)

Li kewi se, projects required by |aw or agreenment to maintain | owincone
use after prepayment or to incur expenses for tenant relocation will be
reduced in value to reflect the |oss of options the owner has in the use of
the project and the expenses that nust be incurred to conmply with the
restrictions. Exanples of such |aws or agreenents nmay be State or |ocal |aws
passed in response to subsidized housi ng prepaynment or restrictions contained
in a project-based tenant subsidy contract such as Section 8. Prepaynent
apprai sals are to be conducted in accordance the precedi ng gui dance and with
RD | nstruction 1922-B
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B. Increasing Return on Investnent. |n accordance with §1965. 213
(a)(3) of this subpart, the incentive offer may include an increased annua
return on investnment. An increased annual return may be a suppl enentary
incentive in a strong unsubsidi zed conventional market or the prinmary
i ncentive when an equity | oan cannot be offered.

1. Increased return on investnent when an equity loan is offered . Wen
an equity loan is being offered as part of the incentive package, an increase
in the annual return on investnent may be included. For the increase to be
offered, the addition of the increased return must be considered necessary in
order to obtain the borrower's cooperation in extending the | owincone use of
the project. The cost of the increased return nust be feasible within the
final project budget and nust not increase tenant rent overburden, unless
rental assistance is available to offset the overburden.

For projects receiving equity loan offers, the amount of the
increase is calculated by redetermning the current equity position of
the borrower after nmaking the equity |loan and applying the original rate
of return to the new equity position

For nul a:

Current appraised val ue

- all existing debt

- _new equity | oan

New equity position

x original rate of return

New annual return on investnent

Exampl e 3
Al factors the sane as in Exanple 1. In addition
Oiginal rate of return: 8%

Oiginal return on investnment: $4,240 ($53,000 x 8%

Cal cul ati on:

Current appraised val ue $1, 250, 000
- all existing debt - 790, 000
- _new equity | oan - 335, 000
New equity position $125, 000
x original rate of return X 8%
New annual return on investnent $10, 000
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2. Increased return on investnent when an equity loan is not offered
For a borrower to be offered an increased annual return on investment when no
equity loan is being offered, the foll owing conditions nmust be net:

a. An estimate of value or an appraisal of the property indicates
that insufficient equity exists for an equity loan to be offered when the
project is valued as unsubsidized conventional housi ng;

b. As aresult, the borrower has no opportunity to sell the project
for more than the currently owed debt plus original equity;

c. The borrower has proven the ability to obtain funds to prepay
the FnHA debt; and

d. The offer of an incentive to the borrower will encourage the
borrower to extend the | owincone use of the project.

The purpose of the incentive is to offer the borrower fair conpensation
toremain in the program An appraisal would not show sufficient value on
which to offer an equity loan, as it would show either the same or |ess val ue
in the project than previously appraised. Therefore, the |ast FnHA apprai sa
conpleted for the project prior to receiving the prepaynment request wll be
used.

The increased annual return on investnent will be based upon two factors:
redetermning the current equity in the project using the | ast apprai sal and
deternining an appropriate rate of return.

The first factor to deternine is the current equity position of the
borrower, the total existing debt is subtracted fromthe val ue of the project
as deternined in the | ast FnHA apprai sal conpleted on the project prior to
recei ving the prepaynment request.

For nul a:

Appr ai sed value as determined in |ast FmHA
apprai sal conpleted prior to receiving
prepayment request

- total existing debt

New equity position

The second factor to determine is the appropriate rate of return to apply
to the new equity position. The rate to be used nmust be fair when
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conpared to alternative investnment opportunities the borrower may have if the
borrower had access to the equity in the project. The rate to use will be the
greater of the existing rate of return or 2 percent above the 30-year Treasury
Bond rate rounded to the nearest one-quarter of 1 percent. To determ ne the
correct Treasury Bond rate, consult a |ocal or national newspaper or other
publication that |ists 30-year Treasury Bond rates for the first day of the
month or first business day of the nonth after the initial prepaynent request
is received. The file will be docunmented to show the source and date of the
publication used to determine the rate.

For nul a:

Appr ai sed val ue as determined in |ast FnHA
apprai sal conpleted prior to receiving
prepayment request
- total existing debt
New equity position
x rate of return (Current 30-year Treasury Bond rate plus 2 percent rounded to
t he nearest one-quarter percent or current rate of return, whichever is

greater)

New return on invest nment

Exampl e 4

Exanpl e 2 where the maxi mnumequity |loan was cal culated to be $0 is used.
Addi tional ly:

Oiginal rate of return: 8%
Original return on investnent: $4, 240 ($53,000 x 8%
Last FnHA apprai sal : $1, 061, 000

Treasury bond rate: 7.58%

First, determine the appropriate rate to use. As the treasury bond rate
of 7.58% plus 2% rounded to 9.5%is greater than the original 8%rate of
return, 9.5%is used.

Last FnHA appr ai sal $1, 061, 000
m nus exi sting debt - 790, 000
New equity position $271, 000
X new rate of return X 9.5%
New annual return on investnent $25, 745
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C. Use of excess reserve funds to offset equity [oan advances. In
i nstances where | arge anounts of excess reserve funds have accunul at ed
possibly due to third party subsidy paynents, the excess funds may be used to
of fset the costs of the incentive. Wen an incentive equity loan is being
of fered, the excess reserve funds will be used to reduce the anobunt of |oan
t hat woul d be offered.

The first itemto determne is the anount of the excess reserve funds.
The maxi mum required reserve anount nust be determined by multiplying the
annual reserve requirenment found in the | oan agreenent or resolution by the
nunber of years and nonths since | oan closing. Once determ ned, the amount of
approved di sbursenents fromthe reserve is subtracted. The remainder is the
aut hori zed reserve level. A determ nation of any needed repairs or
anticipated replacenents and their costs nust al so be nmade. Funds for
anticipated repairs or replacenments will be retained in addition to the
authorized reserve level. After calculation of the authorized reserve |eve
and the funds needed for repairs and replacenents, the total is subtracted
fromthe current reserve balance to arrive at the anmount of excess reserve
funds available for incentive use. The reserve account shall remain in
conpliance with the provisions of paragraph XIII B 2 ¢ of Exhibit B of Subpart
C of Part 1930 at all tines.

For mul a:

Current reserve |eve

- Current required reserve |evel (maxi mumrequired
reserve | evel mnus authorized di sbursenents)

- Funds needed for repairs or replacenents

Excess reserve funds

VWhen it has been determined that a project qualifies for an equity | oan
i ncentive, the amount of excess reserve funds will be deducted fromthe equity
| oan amount and provided to the borrower as equity. Any equity |oan anount
t hat cannot be paid from excess reserve funds will be offered to the borrower
inthe formof an equity |oan

For mul a:
Excess reserve funds

- Equity | oan anpunt
Amount to be offered as equity




Exampl e 5

Al factors the sane as in Exanple 1. In addition
Current anpunt of reserve account: $335, 000
Anount required to be in reserve: $100, 800
Amount of aut hori zed di sbursenents: $ 38, 800
Anount of needed repairs: $ 25,000
Determ nati on of anmpbunt of excess reserves:

Anount required to be in reserve $100, 800
- Anmount of authorized di sbursenents - 38,800
Current required reserve anount $62, 000
Current anpunt of reserve account $335, 000
- Current required reserve anount 62, 000
- Ampunt of needed repairs 25, 000
Anpbunt of excess reserves $248, 000
Amount of equity |l oan (exanple 1) $335, 000
- Ampunt of excess reserves - 248, 000
Amount of equity loan to be offered $87, 000

000
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RD I nstruction 1965-E
Exhibit D1

WORKSHEET FOR | NCENTI VE CALCULATI ONS

Proj ect nane:

Proj ect location:

Proj ect size: units

Original debt: $

Current bal ance as of / / 03

Initial borrower contribution: $

Last Farners Home Adm nistration appraised value prior to prepaynent
request: $

Val ue as apprai sed as unsubsi di zed conventi onal housi ng:
$

Oiginal rate of return on initial borrower contribution
%

Oiginal annual return on investnent: $

30 year treasury bond rate as of __ _/_/  (first of nonth

foll owing receipt of the prepayment request): %
Source of rate:

Current anmount of reserve account: $

Anount required to be in reserve account: $

Amount of aut horized reserve di sbursenents:
$

Anount needed for repairs or replacenents:
$

Nurmber of years remaining under third party tenant
subsi di es: years

Nurmber of years of restrictive-use remaini ng under
(a) Third party tenant subsidy program
(b) State or local |aw ____yrs.

Estimated costs required by state or |ocal |aw owner would
likely incur by prepaying: $

(08-20-93) SPECI AL PN



RD I nstruction 1965-E
Exhibit D1
Page 2

(19) Market rents for comparabl e unsubsidized multi-famly
housi ng:
Studio $
1 BRS$
2BRS$
3 BRS$
4 BR $

(20) Current vacancy rate for conparabl e unsubsidized multi -
famly housing: _ %

(21) Average operating cost per unit per year for conparable
unsubsi di zed nmulti-famly housing: $ /uni t/year

000



A

B

RD I nstruction 1965-E

Exhibit E

ADM NI STRATI VE GUI DANCE FOR NMAKI NG PREPAYMENT DETERM NATI ONS

TABLE OF CONTENTS

Sec.
l. Pur pose.
I1. Documentation submtted with the prepaynment request.
A. Determnation that the request is conplete.
B. Review of conplete requests for accuracy.
C. Use of information submitted to understand the
project and the market.
D. Prelimnary deternmination of action to be taken
[11. Evaluation of the ability to prepay.
A.  Market anal ysis.
B. Financing letters.
C. Purchase offers.
D. Borrower assets to repay the |oan
V. Incentives to not prepay.
A. Criteria for selection of incentives.
B. Devel opnent of specific incentive package
V. Det er m ni ng whet her prepaynent nmay be accept ed.

Determ nation that there is no |longer a need for the
housing and related facilities in the FnrHA program
Borrower elects to prepay subject to restrictive-use
provi si ons.

FmHA determines that restrictive-use provisions

are required in the rel ease docunents.

Determ nation that housing opportunities for
mnorities will not be materially affected.

000

(08-20-93) SPECI AL PN

N

10
10

11

11
11

13

13

15

15

15



RD I nstruction 1965-E
Exhibit E

ADM NI STRATI VE GUI DANCE FOR NMAKI NG PREPAYMENT DETERM NATI ONS

l. Pur pose.

Thi s exhibit provides guidance to Farnmers Home Adninistration (FmHA) Servicing
O fices and other designated offices in making detern nations required under
this subpart. Prepaynent requests received fromborrowers not subject to
restrictive-use provisions and borrowers who are subject to restrictive-use
provisions but are attenpting to prepay require that several adm nistrative
determ nati ons be made in order to accept or deny prepayment.

An eval uation of the borrower's ability to prepay nust first be nade. The
Servicing Ofice's determnation regarding the borrower's ability to prepay
will serve as the basis for further decision making on the prepayment request.
The next determ nation involves the devel opnent and offering of incentives to
all eligible borrowers who have the ability to prepay. The third

determ nation is to decide whether the prepaynent can be accepted, and if so,
what restrictions, if any, will be placed on the use of the project. |If the
prepaynment cannot be accepted, the project will be offered to nonprofit

organi zations and public agencies for sale.

Wil e the evaluations involved are an ongoi ng process, nost of the analysis
necessary to make the decisions is conpleted prior to nmaking the incentive
offer. By virtue of the analysis required, the evaluations may not always be
able to be conpleted in the sequence inplied by regulation. The decisions
reached by FnHA will be provided to the borrower in the proper sequence
however .

The nodel (s) provided in Exhibit D of this subpart specifies the incentive

of fer which may be nade. However, the size of the incentive will be governed
by determ nati ons nmade by the Servicing O fice or other designated office
assessing the need for subsidized housing and financial alternatives avail abl e
to the borrower if the project were prepaid. In analyzing the prepaynent
request, assunptions of the borrower's notives for requesting prepaynment nay
not influence the determination process so |long as the borrower can
denonstrate the ability to prepay the loan; the analysis is to be carried out
in the same nanner whether the borrower actually w shes to prepay or hopes to
receive an incentive offer to not prepay. ALL EVALUATI ONS AND DECI SI ONS MUST
BE COVPLETELY SUPPORTED BY FACTS AND CLEARLY DOCUMENTED

Il Docunent ati on submtted with the prepaynent request.

A Determination that the request is conplete. A request to prepay is
not conplete unless it contains thorough and accurate information required by
Exhi bit C of this subpart. A quick review of the information

(08-20-93) SPECI AL PN
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subm tted shoul d be nmade i mmedi ately upon receipt to determne that the

informati on appears to be conplete. If there are obvious errors or om sSSions

(e.g., mssing proforma budgets or conventional rents projected at a | eve

too

high for the market), the request will be determi ned to be inconplete and wll

be returned to the borrower with a letter identifying the deficiencies.

B. Revi ew of conplete requests for accuracy. Al infornmation should be

revi ewed for accuracy. However, special attention should be paid to the

accuracy of the projected budgets and the conventional market data (ltenms #4

and #9 as well as the profornma budget required by the application checklist

contained in Exhibit C of this subpart).

1. FnHA budgets nust be updated, if necessary, to show positive cashflow

covering expenses for transfers to reserves, tax and i nsurance costs,

mai nt enance costs necessary to keep the project up to FnHA standards, and a

return on investnent. Projected conventional budgets submtted nust be

consi stent with the precedi ng FHA budget. The budget shoul d be exam ned to
det er ni ne whet her the anount of the projected nortgage paynment is consistent
with the amount of nortgage to be acquired, and at rates and terns consi stent

with those in the market. An all owance must have al so been nade for
depreci ation and/ or repl acerment reserves. Wtch for unrealistically | ow

proj ections of conventional costs, and correspondi ngly | ow conventional rents

needed to make the project financially feasible in the market.

2. The narket survey of rents must include the rent of conparable

unsubsi di zed housing in conparabl e | ocations. Factors affecting rents in the
conventi onal housi ng which are not conparable to the FnHA housi ng shoul d be
adjusted. A projection of rents which could be charged at the project nust
take into account the effect of adding the nunber of units which are proposed
to be prepaid to the conventional market. |f nore than one prepaynent request
is being made in the same community, the effects of adding all prepaying units

to the sane conventional narket nust be taken into account. Turnovers, waiting

lists, and vacancy rates at conparabl e subsi di zed and conventi onal housi ng
shoul d be accurately reflected. Unrealistically high or |ow conventiona

rent the prepaying project could receive as a conventional project in the

nar ket .
C Use of information submitted to understand the project and the
market. Analyze all information so that the project and market are fully

understood. The anal yses of information submtted will be used to make
various determ nations later in the process.

rents
for the market should not be accepted. It is critical to determne the actua
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1. Qui delines for conducting the rental narket anal ysis

a. Definition of the market area . For the purpose of the anal ysis,
the housing narket area is the community in which the project is |ocated
and those outlying rural areas which are inpacted by the project
(excluding all other established communities).

b. Determning that a surplus of rental housing (soft narket) does
not exist. Experience has shown that certain market conditions are
indicative of a soft rental market. The existence of one or nore of
t hese conditions does not automatically establish the narket area as a
soft market, but indicates the need for further analysis.

(1) Upward trends in the nunber of defaults and forecl osures
inrental projects and the existence of a large inventory of
acquired properties by | enders.

(2) Unusually lowrents being asked for new units or
wi despread use of concessions for both new and existing units.
Wdespread use of short-terml eases.

(3) Increases in overall rental vacancy rates and increases in
vacancies in existing rental projects which had previously had a
hi story of high occupancy.

(4) Excessive nunber of vacant rentals (particularly
apartnents) of particular size, age, project or unit type, or other
conmon characteristic.

(5) Rental vacancy rates of greater than 10 percent overal
and 12 percent or nore in multi-famly rental projects for a
sust ai ned peri od (24 nont hs).

(6) Flat or stable rents in existing projects or rent
i ncreases small er than what coul d be expected fromnormal increases
in property taxes, utilities, maintenance costs or inflation

(7) Newy built rental units are being absorbed at a sl ower
rate than in previous periods, vacancies in existing projects are on
the market for a longer period, or new units are being absorbed at
t he expense of existing units

(8) Significant declines in waiting lists and increases in the
size and frequency of adverti sing.

(08-20-93) SPECI AL PN
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(9) GConstruction or proposed construction of a substantia
nunber of rental units.

(10) Downturns in the | ocal econony, as indicated by declining
enpl oynent growth, reductions by najor enployers or increased
unenpl oyrment or evidence that future growth will not be sufficient
to increase demand to | evel s needed to absorb the supply.

A rental vacancy rate of 10 percent or nore shoul d generally be
consi dered excessive for alnost all markets, unless the area is
experiencing a sustained and rapid rate of growth and the 10 percent
vacancy rate reflects new multi-famly devel opnents being built and
comng on-line to nmeet the rapid growth in the area. In nmarket areas
with nmoderate to | ow |l evel s of household growh, rental vacancy rates of
I ess than 10 percent may al so be considered excessive, especially if the
i npending increase in supply is significant. A vacancy rate cannot be
the sole basis for the soft market deternmination. The current vacancy
situation rmust be considered in the context of other factors.

c. Extent and length of time of soft market conditions . Because a
housi ng market is dynamc, the extent of the surplus condition and the
estimated length of tine the condition is expected to | ast are inportant
factors in the identification of a soft nmarket. For the purposes of
anal yzing the market, an area is considered a soft nmarket if:

(1) There is currently a surplus of rental housing such that
the current excess supply of vacant avail abl e housing, plus units
currently under construction that will enter the market within the
next 24 nonths, is expected to exceed demand for at |east the next
24 mont hs; or

(2) The nmarket is anticipated to becone a soft nmarket within
the next 12 nonths if, based on the housi ng production (units
currently under construction or with firmplanning commtments), in
conbi nation with the current supply of available vacant units,
supply is expected to exceed demand for at |east 24 nonths.

d. Source and content of materials for analysis . The analysis
shoul d be based upon the narket material received fromthe borrower and
fromknow edge of the market area. The narket material should take into
account data fromthe nost recent Decennial Census and the nost recently
avail abl e, locally obtainable data on such factors as: changes in
popul ati on, househol ds and enpl oynent, the housi ng i nventory, residential
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construction activity, and recent trends in the absorption of renta
housing. A determnation of market conditions nust be a

conpr ehensi ve view of market forces and trends and conprise the
fol | owi ng:

(1) Forecasts of enploynment, incones, popul ation and househol d
growt h, and other rel evant econom c factors.

(2) Estimates of supply and demand taking into consideration
marketability factors, such as the time period necessary to
successfully absorb the projects conprising the existing and pl anned

suppl y.

(3) Analysis of the potential nunber of units eligible to
prepay during the forecast period relative to any excess supply of
vacant avail abl e housing plus units currently under construction

(4) Estimates of current and future rental vacanci es and
vacancy rates.

(5) Evaluation of local market absorption rates in terns of
reducti on of supply and eval uation of rental absorption experience
inthe area, so as to determ ne whether new projects comng on the
nmar ket are adversely affecting existing inventories, that is,
successful occupancy is being achieved at the cost of creating
sust ai ned vacancies in existing units.

e. Issues to be addressed in deternmining feasibility of the project
as conventi onal housing .

(1) Wat rent would the borrower need to break even in the
conventi onal market?

(2) Wat rent could the borrower reasonably expect to receive
at the project in the conventional narket? Wat vacancy rate,
turnover rate, or waiting list is the project likely to experience
at these rents?

(3) Based on projected rental rates, vacancies, turnover, and
waiting lists, can the borrower expect to attain positive cash-flow
if the project is converted to conventional housing? |f so, how
much above the anount needed to break even can the borrower expect
to receive as profit? If not, how much deficit can be expected if
the project is converted to conventional housing?
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f. Issues to be addressed in deternining the need for the prepaying

project in the |ow and noderate-income market, either with FnHA
financing and subsi di es or without

(1) Wat is the vacancy rate and the size of the waiting |ist
at the subject project for all unit sizes, both with or without
rental assistance (RA)?

(2) Wat is the vacancy rate and size of the waiting list at
ot her subsidized projects in the market, with simlar size units,
both with or without RA, Section 8, or other tenant subsidy?

(3) If this project presently has no rental subsidy, are rents
the borrower is likely to receive in the conventional narket higher
than rents the present tenants in the project are currently paying,
whet her basic rent or wth overage?

(4) Are there sufficient |ong-termvacancies at other
subsi di zed projects in the community that can conpensate for the
units lost at this project if prepai d?

(5) Are there ineligible tenants living at this project? |f
so, is this because there is a surplus of subsidized housing in the
community or because the market requires nmore RA at this project?

(6) Has additional subsidized housing been built in the
community during the past year, or is there additional subsidized
housi ng being built or planned for the future?

(7) Do population trends or anticipated devel opnent in the
area indicate that the population is likely to change in the
f oreseeabl e future?

g. Qher information to be eval uated significant to the project
Exanpl es may be:

(1) Is there project-based Section 8 at the project?

(a) If so, has the borrower indicated a wllingness
to sign restrictive-use provisions for the remai nder of a
20-year period? |Is the Section 8 contract anount |ikely
to last for the remainder of a restrictive-use period
wi t hout possibility of a borrower "opt-out” if such a
restriction is signed?
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(b) If the borrower is not willing to sign
restrictive-use provisions, when is the first date the
borrower can "opt-out" of the Section 8 contract? The
Depart ment of Housing and Urban Devel opnent (HUD) shoul d
be contacted to confirmthis date, and to determne if the
borrower has taken all action necessary to fulfill
requi renents to "opt-out" by the tinme of the prepaynent
request. |f the borrower has not taken required actions,
what is the first date that "opt-out" is possible?

(2) Are there State or local laws restricting the conversion
of the housing? If so, what is the earliest date the borrower coul d
feasibly renove the project fromlow and noderate-incone use? Wat
other costs will be incurred due to | egal requirenents?

(3) Has the borrower indicated a willingness to accept
restrictive-use provisions in order to prepay? |If the borrower
qualifies for the 20-year restriction, when will the restriction
expire? |If the restriction protecting only current tenants is
appl i cabl e, how many units are likely to becone avail able for
conventional use each year, based on historical turnover, and when
is the last current tenant likely to have noved out? |Is the | ow
i ncone market in the community likely to suffer because the
prepaynent was accepted?

(4) Have there been docunented, on-going problens with the
borrower such that FmHA woul d consi der the borrower ineligible for
future funds for a new project? |f so, should the incentive be
constructed in such a way so as to encourage the borrower to
transfer the project to a new borrower?

(5) Ddthe notification to tenants result in any comrents?
What was their content? Did it appear they were submtting their
own opi nions or that they had been asked by the borrower to comment ?

h. Housing opportunities for nminorities will not be materially
affected. The determnation that housing opportunities for mnorities
will not be materially affected nmust include assessnment, with the FnHA
State Avil Rghts Goordinator's input, of:

(08-20-93) SPECI AL PN
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(1) The percentage of minorities residing in the housing to be
prepai d, and the percentage of nminorities residing in projects in
the market area where displaced tenants are nost likely to nove

(2) The inpact of prepayment on mnority residents in
project and in the narket area. Determ ne whether displaced

t he

mnority tenants will be forced to nove to other | owincome housi ng

in areas not convenient to their places of enpl oyment, or to
with a concentrated mnority popul ation and/or to areas with
concentration of substandard housi ng;

(3) The vacancy trends and nunber of potential nminorit
tenants on the waiting list at the project being prepaid and

ar eas
a

y
at

other projects in the narket that mght attract mnority tenants;

and

(4) The inpact prepaynent will have on the opportunity for
mnorities residing in substandard housing in the nmarket area to

have comnparabl e decent, safe, and affordabl e housing, as is offered

by the project being prepaid.

2. Docunentati on of narket analysis . The Servicing Oficial or

ot her

designated official is not required to conplete a detailed report for the
housi ng rmarket bei ng anal yzed. However, the anal ysis shoul d be docunented for

the file and be as conprehensive and explicit as needed to assure an

under st andi ng of the rationale of the analysis and its concl usions, findings,

and reconmendations. The market analysis reviewis expected to contain

a

specific determnation of whether the narket area is soft or able to support

the prepaying project as an unsubsi di zed conventional project.

D. Prelimnary determnation of action to be taken. After the

preceding initial evaluations are nade, the Servicing Ofice or other

designated office nmust nmake prelimnary decisions and determne the direction

action on the request will take. As further information is gathered

and

anal ysis conducted, the direction may change. Under no circunstances wll
deci sions regarding incentives to be offered or to accept prepaynment be nmade
for servicing reasons. The follow ng decisions are to be fully document ed:

1. Determne whether the project is feasible in the conventiona
and if so, to what degree. Determ ne whether the conversion to conventi

nmar ket ,
ona

housing is a sound financial decision for the borrower, and is prepaynent of

the loan a real possibility;

t he
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2. Determne whether the project is needed in the very low and | ow
i ncone market, and if so, how many units are needed. |If not, is there a
surplus of affordable very | ow and | owincome housing in the market, and woul d
a prepaynent be beneficial to consolidate tenants in projects which now have
hi gh vacanci es;

3. Deternine whether the project would continue to serve very | ow and
| owi ncorme tenants even if the project is renoved fromthe FnHA programand all
restrictions expired. Wuld there be an effect on the very |ow and | owincone
market in the long run if the prepaynent were accepted with or without
restrictive-use provisions;

4., Determne whether there are docunented reasons that the borrower
shoul d be encouraged to transfer ownership within the FnHA program

5. Deternine whether prepaynment of the project will negatively inpact
mnorities in the project and the narket area; and

6. Determ ne whether any other conditions apply which may be uni que to
the project or market and coul d i npact deci si on- maki ng.

I11. Evaluation of the ability to prepay.

If there are no | egal or other restrictions prohibiting the borrower from
prepaying as set forth in paragraph Il. C of this exhibit, an eval uation nust
be made of the borrower's financial ability to prepay. |In many cases, the
borrower will have submitted docunmentation which is sufficient to establish
prepayment ability. In other cases, an evaluation nmust be made of the
docunentation submtted to be certain that the ability to prepay is
sufficiently docunented. This evaluation will be entered in the running case
record. Borrowers will be advised by neans of paragraph G of Exhibit C of
this subpart of the informati on which can be used as docunentation and the
type of analysis required by the Servicing Ofice or other designated office
to review the docunentation. Difficulties in neeting the criteria to
establish the ability to prepay should be docunented in the running case
record. Future FnmHA decisions concerning |levels of incentives and acceptance
of prepaynment may be inpacted by the strength of the borrower's prepaynent
ability.

A Mar ket analysis. A market anal ysis review as outlined in paragraph
1. C of this exhibit will be conducted.
B. Financing letters. Financing letters submtted nust be original and

signed and dated by the appropriate financial institution officer. The letter
must state the loan will be nmade to the current borrower,
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unl ess there is an option to purchase the project out of the programw th no
unaccept abl e conti ngencies (See paragraph Il1l. C. of this exhibit).

1. Financial institution letter . Financial institution |etters mnust
show the size of the loan along with the rates, terns, and debt-to-equity
ratio. The letter nust showthe |loan is at |east |arge enough to refinance the
out st andi ng FrmHA bal ance unl ess the borrower is contributing dditional equity.
Any requirenments stated as conditions for the | oan nust be eval uated. Exanpl es
may include requirenents that tenant subsidies remain with the project, tax
credits continue, bank credit standards be net, market eval uations or
underwiting guidelines be met, or that rents be set at specific levels. If it
appears that the lender is unaware of the conditions surrounding the prepaynent
(e.g., that the borrower plans to "opt-out" of Section 8), the I ender should be
contacted to determine that the conditions were understood when the |letter was
witten. |If the | ender specifies market criteria or rents, a market anal ysis
nust be submtted by the borrower and evaluated by FmHA to deternmine if the
project can neet the specified conditions. |If the letter raises any questions,
the | ender shoul d be contacted for clarification.

2. Financial institution policy and lending criteria . |If the lender's
letter describes the lending criteria in general terns, the criteria should be
evaluated to determne if the bank woul d actually nake a loan in an arount
sufficient to prepay the project. In all cases rates, terns, and naxi num| oans
avail abl e must be included in the letter for the evaluation to be nade. |If
there are questions, the | ender should be contacted for clarification.

3. Vague statenent of intent . In no case should a statenent be
accepted as docunentation of the ability to prepay that the bank woul d consi der
nmaki ng a 1 oan or woul d wel cone an application.

C Purchase offers. Purchase offers should be evaluated in the sane
manner as bank letters. Any contingencies (e.g., subsidies, tax credits) nust
be legitimate in the context of the prepaynent. |If the purchase offer is

conti ngent upon receiving a nortgage, the above eval uati ons concerning the
avail ability of nortgage financing nust be made.

D. Borrower assets to repay the loan. It should be determ ned that
assets shown belong to the borrower entity, are realistically valued and
liquid or easily convertible. Mst real estate investnments would not normally
be considered easily convertible. Long-terminvestnments nust be evaluated to
determ ne their face value, and to determne if they are easily converti bl e.
The assets should be reviewed to deternmine that they are not commtted as
security el sewhere, and that the assets are sufficient for the prepaynent
request and all others currently pending in this and other States. |If it
appears that personal assets are being used
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as permanent resources because conmercial financing would be difficult to
obtain, the information is to be entered in the running case record. |If the
assets belong to an individual and the borrower entity is an organization, the
arrangenents which have been nade between the individual and the organization
for the sale of the project or repaynent of a |oan after the prepaynent nust
be reviewed. Scarce financing resources could provide information concerning
the local narket and affect the |level of incentive offers to not prepay.

V. lncentives to not prepay. Wilizing information fromall sources, a

t hor ough anal ysi s shoul d be made of the housing market to determ ne the need
for housing and alternative uses for the RHS project. The analysis will be
docunented in the running case record and is to formthe basis for the
incentive offer. |Incentives may be offered only if the restrictive period has
expired for any RRH project |loan entered into after Decenber 21, 1979, but

bef ore Decenber 15, 1987. (Revised 05-07-97, SPECI AL PN.)

A Criteria for selection of incentives. The incentives offered nust
be in accordance with this subpart and neet the following criteria:

1. Be consi dered necessary by | ocal narket conditions and commensurat e
with the alternative uses for the housing in the commnity;

2. Provide a fair return to the borrower;
3. Preserve needed housing at affordable levels, so that there is no

greater rent overburden, as specified in 81965.202 of this subpart at the
project after the incentive is granted than there was before;

4. Be determined to be the least costly alternative for the Federal
Gover nnent ;
5. Be commensurate with the borrower's capability and willingness to

continue to rmeet the purposes of the program as docurmented by past experience
with the present borrower or anticipated experience with a transferee, if any.

6. Wien devel opi ng an incentive offer, the Servicing Cfice or other
designated office nmust first offer incentives other than equity |oans, unless
it is determned that alternative incentives are not adequate to provide a fair
return to the borrower, prevent prepaynment of the |oan(s), or prevent
di spl acenent of the tenants. (Added 005-07-97, SPEQ AL PN )

B. Devel opment of specific incentive package. An incentive offer nust
be made whenever a prepaynent request would renove the project fromthe RHS
program The offer will be devel oped in accordance with the nmodel provided in
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Exhi bit D of this subpart. The nodel sets the incentives to be offered at

| evel s consistent with conventional unsubsidized multi-famly real estate
values in the local market. The offer allowed by the nodel is reduced as the
financial incentive for conversion is reduced. The nodel allows m nima
offers to those who would not be able to obtain equity funds in the private
market, but do have the capability to prepay due to |arge cash reserves or

personal resources. |In these instances, the incentives are offered to

rei nburse the borrower for commtting assets to a 20-year restrictive-use
period, and foregoing possible alternative uses for their funds. |In addition
to the incentive nodel in Exhibit D of this subpart, the foll ow ng guidelines
nmust be considered for all incentives offered:

1. The nmodel will be applied in all cases so that incentive offers will
be individually derived based on | ocal unsubsidized conventional multi-fanmly
housi ng real estate values. As such, it is unlikely that any two offers will
be identical, even to the same borrower;

2. Any incentive(s) offered should assure that the project will remain
financially feasible while continuing to house the tenants occupying the
project at the tine the incentive offer is nade;

3. Incentives offered shoul d take into account the extent that the
housi ng i s needed as | owincone housing in the narket. Vacancy rates and
waiting lists at the project and other |owincome projects nust be anal yzed.
Mar ket data subnmitted for proposed projects should be utilized and tenant
conment s consi der ed,;

a. If a prepaynent could be legally accepted with no restrictions
because the housing is clearly not needed in the | owincome narket, the
i ncentive offered would not include an equity |oan, regardl ess of the
nmaxi num of fer all owed by the nodel ;

b. If it can be determned that the project will continue to serve
| owi ncome tenants because of the existance of continued Section 8
subsidy and either restrictive-use provisions or the inability to "opt-
out" of the subsidy, the nodel would require the incentive offer to be
reduced accordi ngly, based on the nunber of years the housi ng woul d
continue to serve the | owinconme popul ation after the prepaynent; and

C. NO | NCENTI VE MAY BE OFFERED WHI CH W LL LEAD TO DI SPLACEMENT OF TENANTS or
to the termination of |ow or noderate-incone use for the 20-year restrictive-
use period. Therefore, sufficient RA nust be allocated to the project so that
no tenants are subject to rent overburden as a result of the incentive
package.
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4. Whienever the borrower is determined to have the ability to prepay
the incentive offer allowed by the nmodel will be offered. However, the offer
may be subject to conditions. The incentive offer may not be reduced because
of servicing problens with the borrower. However, if there are docurented
probl ens with the borrower, the of fer can be nade contingent on transfer of the
project to an acceptabl e purchaser. The offer can further offer a smaller
incentive if such a transfer does not take place. Determnations made of
borrower eligibility to receive an equity loan are carried out in the sane
manner as eligibility determnations made for new | oans; and

5. Incentive offers for full profit projects will be devel oped in the
same manner as for limted profit projects. |f |lowincone housing is needed in
the community, full profit borrowers should be offered interest credit al ong
with the other incentives derived fromthe incentive nmodel. An offer to a ful
profit borrower nust be conditioned on conversion to limted profit, whether
the project is maintained by the sanme owner or sold to an acceptabl e
t ransf er ee.

V. Det er m ni ng whet her prepaynent may be accepted. |If the borrower rejects
the incentive offer, a determnation will be made as to whether prepaynent can
be accepted. Section 1965.215 of this subpart specifies the conditions which
must be nmet if prepaynent is to be accepted. The follow ng issues nmust be
addr essed when nmaki ng the determination that prepaynment nmay be accepted. |IF
THERE |'S ANY DOUBT ABOUT THE ACCEPTABI LI TY OF PREPAYMENT, THE PREPAYMENT
SHOULD NOT BE ACCEPTED. |F THERE | S ANY DOUBT ABOUT THE ACCEPTABI LI TY OF
PREPAYMENT W THOUT RESTRI CTI VE- USE PROVI SI ONS, THE RESTRI CTI VE- USE PROVI SI ONS
SHOULD BE | NSERTED.

A Determination that there is no |longer a need for the housing and
related facilities in the FnHA program The reasons for a decision that the
housing i s not needed nust be fully docunmented in the running case record. A
determ nati on may be made that there is no longer a need for the housing if
any of the follow ng conditions can be net;

1. Adequate, affordable alternative housing is available in the
comunity. Affordable (no new or increased rent overburden), vacant, decent,
safe and sanitary, non-assisted alternative housing,or vacant assisted units
for which there is no waiting list, are available to the tenants who are |ikely
to be displaced as a result of the change or rent increase. To make the
deternination that adequate, affordable housing is available in the market,
there must be at |east one affordable | ong-termvacancy in a unit of
appropriate size for each eligible tenant who may be di splaced. The actua
ratio of available units to displaced tenants shoul d be based
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on the popul ation of the market and project so that there is no doubt

t hat
need

sufficient units will be available as each affected tenant woul d
to nove. The deternination nmay be made that adequate alternative

housing is available if:

| oca

a. There are vacant units in the prepaying project and/or units
filled by ineligible tenants because eligible tenants cannot be found to
fill the units;

b. There are no prospective eligible tenants on the waiting |ist
or in the community who woul d have occupied the units at the project if
the units had been avail abl e;

C. There are no waiting lists for eligible tenants at other FrnHA
or subsidi zed projects in the market area

d. No FnHA or subsi di zed projects have been built in the sane
mar ket during the past year, and there are no active applications to
bui | d subsi di zed housing projects in the market area in the future;

e. There are |l ong-termvacanci es in other subsidi zed housi ng
proj ects or conparabl e conventional units with rents affordable to
eligible tenants in the community; and

f. It does not appear that additional subsidized housing will be
needed for a mninumof the period restrictive-use provisions woul d have
protected tenants if restrictive-use provisions woul d have been required.
It may be necessary to review popul ati on projections for the market or
i ndustry growth plans to make this determnation.

2. The project will continue to serve the | owincome popul ation in the

narket . NO TENANT AT THE PREPAYI NG PRQJIECT WLL BE D SPLACED and

prospective | owincome tenants wishing to live at the project will be allowed
to do so. There will be no change in the use of the housing or rel ated
facilities after the prepaynent. There will be no likely increase in rental or

ot her

charges as a result of prepayment which will create rent overburden

either for current or potential tenants, for a mninumof the period
restrictive-use provisions woul d have protected tenants if restrictive-use
provi si ons woul d have been required; or

3. The housing is located on an individual farm . The housi ng was

desi gned to be occupi ed by on-farm | aborers, cannot be separated fromthe
remai nder of the farmfor security purposes, and is no | onger needed to house
| aborers for the farm
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B. Borrower elects to prepay subject to restrictive-use provisions. | f

an eligible borrower agrees to becone subject to restrictive-use provisions,

t he prepaynment may be accepted. The running case record nmust contain adequate
docunent ati on showi ng that the borrower was aware of the inplications of the
restrictions signed and that the restrictions will remain with the project
even if the project is sold.

C FnHA deternmines that restrictive-use provisions are required in the
rel ease docunents. The determ nation that prepaynent may be accepted only
with restrictions nust be made if there is any possibility that rents could be
i ncreased. A borrower agreenment to not increase rents, extend the term of
current |eases, or continue to accept third-party subsidy (e.g., Section 8)
may not be used as a substitute for restrictive-use provisions. Restrictions
will be inserted if an analysis of the follow ng i ssues indicates that the
borrower will need to and/or will have the option of increasing rents or that
conpar abl e housi ng may not remain avail abl e:

1. An eval uation of the proforma budget using current operating costs
does not show that the borrower can feasibly operate the project as
unsubsi di zed conventi onal housing at current rents;

2. An eval uation of conventional rents in the narket shows that the
nmar ket woul d all ow the borrower to raise rents;

3. The only protection of tenants' rents is a third-party subsidy,
regardl ess of whether or not the borrower indicates the intention to continue
to accept the subsidy; or

4. The avail abl e housing determ ned to be conparable is not expected to
be available for an extended period of time, either because of age or because
the owner nay be allowed to "opt-out” of a subsidy program

D. Determ nation that housing opportunities for mnorities will not be
materially affected. Regardless of the results of the above anal yses, no
prepayment may be accepted wi thout restrictive-use provisions unless it can be
docunented that the prepaynment will have no material affect on mnorities,
either at the project or in the market area, in accordance w th gui dance
provided in Paragraph Il. C 1. h. of this Exhibit. |If this determ nation
cannot be made, the restrictive-use provision contained in paragraph (A) of
Exhi bit A-4 of this subpart is to be used. The restriction will remain in
effect for 20 years fromthe last | oan or servicing action on the project. At
the end of the 20-year period, the restriction requires that the project be
sold to a nonprofit organization or public agency.

o000
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PREPAYMENT AND DI SPLACEMENT PREVENTI ON GRANT AGREEMENT

THI S AGREEMENT dat ed , 19 |, between

whi ch is organi zed

and operating under

herein call "Grantee,"

(Aut hori zing Statute)
and the United States of Anmerica acting through the Farners Home
Adm ni stration, Departnment of Agriculture, herein called "Gantor,"
W TNESSETH:

WHEREAS:

Grantee has determned to undertake a project of acquisition of a multi-famly
housi ng project financed by the G antor to house rural residents and has duly
aut hori zed t he undertaking of such a project.

Grantee wishes to obtain grant funds to assist in the costs of acquisition of
such project.

Grantor has agreed to grant the Grantee a sumnot to exceed $

subject to the terns and conditions established by the Gantor. Provided,
however, that the proportionate share of any grant funds actually advanced and
not needed for grant purposes shall be returned imediately to the Grantor.
The Grantor nmay termnate the grant in whole, or in part, at any tine it is
determ ned that the Grantee has failed to conply with the conditions of the
grant.

NOW THEREFORE, In consideration of said grant by Gantor to G antee, to be
nmade pursuant to Section 502 of the Housing Act of 1949 to cover any direct
costs (other than the purchase price) incurred by the organization or agency
i n purchasing and assum ng responsibility for the housing and rel ated
facilities involved, as defined by applicable Farmers Honme Adm nistration
(FmHA) instructions.

GRANTEE AGREES THAT GRANTEE W LL:
A Attenpt to acquire said project in accordance with FmHA regul ati ons.

B. If acquired, either directly or through contract, manage, operate
and maintain the project continuously in an efficient and econom ¢ nanner.
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C. Make services of said project available within its capacity to al
eligible rural residents w thout discrinnation because of race, color,
religion, sex, age, handicap, marital or famlial status, or national origin.
For nore specific requirements see 7 CFR Parts 3 and 15, Subparts A and B

D. Provide Grantor with such periodic reports as it may require and
permit periodic inspections of its operations by a representative of the
G antor.

E. To execute Forns FnHA 400-1, "Equal Opportunity Agreenent," and FrHA
400- 4, "Assurance Agreenent," and to execute any other agreenents required by
Grantor which Grantee is legally authorized to execute. |f any such form has
been executed by Grantee as a result of a loan or transfer being nade to
Grantee by Grantor contenporaneously with the making of this grant, another
formof the sane type need not be executed in connection with this grant.

F. Upon any default under its representations or agreenments set forth
in this instrument, Gantee, at the option and denand of Grantor, wll repay
to Gantor forthwith the original principal anmount of the grant stated
her ei nabove, with interest at the rate of 5 percentum per annumfromthe date
of the default. Default by the Grantee will constitute termnation of the
grant, thereby causing cancellation of Federal assistance under the grant.
The provisions of this Gant Agreenent may be enforced by Grantor, at its
option and without regard to prior waivers by it of previous defaults of
Grantee, by judicial proceedings to require specific performance of the terns
of this Grant Agreenent or by such other proceedings in law or equity, in
ei ther Federal or State courts, as nmay be deened necessary by Grantor to
assure conpliance with the provisions of this Gant Agreenent and the | aws and
regul ati ons under which this grant is made. For further provisions regarding
enforcenent see 7 CFR 3016. 43.

G Return immediately to Grantor, as required by the regul ations of
Grantor, any grant funds actually advanced and not needed by Grantee for
approved purposes.

H. Provi de Fi nanci al Managenent Systens, as nore specifically provided
in 7 CFR 3016.20, which will include:

1. Accurate, current and conplete disclosure of the financial results of
each grant. Financial reporting will be on an accrual basis.

2. Records which identify adequately the source and application of funds
for grant-supported activities. Those records shall contain information
pertaining to grant awards and aut hori zations, obligations, unobligated
bal ances, assets, liabilities, outlays, and incone.
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3. FEffective control over and accountability for all funds. Gantee
shal | adequately safeguard all such funds and shall assure that they are used
solely for authorized purpose.

4. Accounting records supported by source documentation

l. Retain financial records, supporting docunments, statistical records,
and all other records pertinent to the grant for a period of at |least 3 years
after grant closing except that the records shall be retained beyond the 3-
year period if audit findings have not been resolved. Mcrofilmcopies may be
substituted in lieu of original records. The Grantor and the Conptroller
Ceneral of the United States, or any of their duly authorized representatives,
shal | have access to any books, documents, papers, and records of the
Grantee's government which are pertinent to the specific grant programfor the
pur pose of making audits, exam nations, excerpts, and transcripts.

J. Provide an audit report pursuant to 7 CFR 3016 prepared in
sufficient detail to allow the Gantor to determine that funds have been used
in conpliance with the proposal, any applicable |aws and regulations and this
Agr eenent .

K. Agree to account for and to return to Grantor interest earned on
grant funds pending their disbursenents for program purposes when the G antee
is aunit of |local government. States and agencies or instrunentalities of
states shall not be held accountable for interest earned on grant funds
pendi ng their disbursenent.

L. Except as specifically provided in this agreement, conply with the
appl i cabl e provisions of USDA s general grant regulations set out in 7 CFR
3016.

M Conply with the requirenents of 7 CFR 3017, Subpart F, relating to
drug-free workpl ace requirenents and 7 CFR Part 3018 relating to restrictions
on | obbyi ng.

GRANTOR AGREES THAT I T:
A W1l nake available to Grantee for the purpose of this Agreenent not

to exceed $ which it will advance to Grantee in
accordance with the actual needs of Grantee as determ ned by G antor

B. WIIl assist Gantee with such assi stance as G antor deemns
appropriate in acquiring the project.
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C. At its sole discretion and at any tinme may gi ve any consent,
deferment, subordination, rel ease, satisfaction, or term nation of any or al
of Grantee's grant obligations, with or without avail abl e consi deration, upon
such ternms and conditions as Grantor nmay determine to be (1) advisable to
further the purpose of the grant or to protect Grantor's financial interest
therein and (2) consistent with both the statutory purposes of the grant and
the limtations of the statutory authority under which it is made.

TERM NATI ON OF THI S ACGREEMENT:

This Agreenent may be terminated for cause in the event of default on the part
of the Grantee as provided in paragraph F of this exhibit or for convenience
of the Grantor and Grantee prior to the date of conpletion of the grant
purpose. Term nation for convenience will occur when both the Grantee and
Grantor agree that the continuation of the grant will not produce beneficia
results comensurate with the further expenditure of funds.

IN WTNESS WHEREOF Grantee on the date first above witten has caused these
presence to be executed by its duly authorized
and attested and its

corporated seal affixed by its duly authorized

ATTEST:

By By

(Title) (Title)

UNI TED STATE OF AMERI CA
FARVERS HOVE ADM NI STRATI ON

By

(Title)

0Qo
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RESTRI CTI VE- USE AGREEMENT
(To be used with Exhibit A-3 to this subpart)
(Nanme of Borrower) , herein referred to as owner, and any
successors in interest agree that the (Nanme of Project) , herein

referred to as housing, will be used only as authorized under Section 514 or
515 of Title V of the Housing Act of 1949, as anended, and 7 Code of Federa
Regul ati ons (CFR) Part 1965, Subpart E, or other Farners Home Administration
(FmHA) regul ations then in existence until (Date shown on existing
restrictive-use provisions) for the purpose of housing | ow and noderate-

i ncomre people eligible for occupancy. A tenant or applicant for housing may
seek enforcenment of this provision, as well as the United States. During the
restrictive period, no eligible person occupying or wi shing to occupy the
housi ng shall be required to vacate or be denied occupancy w t hout cause.
Rents, other charges, and conditions of occupancy will be set so that the
effect will not differ fromwhat would have been had the project remained in
the FmHA program The owner al so agrees to keep a notice posted at the
project for the remainder of the restrictive-use period, in a visible place
avai l abl e for tenant inspection, stating that the project is to be used in
accordance with the Housing Act, and that managenent practices and renta
rates will be consistent with those necessary to maintain the project for the
protected population for the remai nder of the restrictive-use period.

Furthernore, the owner agrees to be bound by the applicable provisions of 7
CFR Part 1930, Subpart C, specific to tenant rights and relations for the
duration of the restrictive-use period. The owner agrees to be responsible
for ensuring that rental procedures, verification and certification of incone
and/ or enploynent, |ease agreenents, rent or occupancy charges, and

term nation and eviction remain consistent with the provisions set forth in 7
CFR Part 1930, Subpart C, and to adhere to applicable local, State, and
Federal laws. The owner agrees to obtain FmHA concurrence with any changes to
the preceding rental procedures that may deviate fromthose approved at the
tinme of the prepaynent, prior to inplenenting the changes. Any changes
proposed must be consistent with the objectives of the programand the

regul ations. Docunentation, including annual inconme recertifications, shal
be mai ntained to evidence conpliance in the event there is a future conpl ai nt
or audit. The owner nust be able to docunent that acceptable waiting lists
were naintained, units were rented to appropriate tenants, and rents were
established at appropriate levels. The owner agrees to nake the docunentation
avail abl e for Government inspection upon request. The owner and any
successors in interest agree to provide the follow ng signed and dated
certification to the applicable FnHA Servicing O fice or other designated
office within 30 days of the begi nning of each cal endar year until (Date
restrictive-use period ends):
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(Nanme of Oaner) certifies that (Nane of Project) is being operated in
conpliance with the restrictive-use provisions contained in (Applicable

rel ease docunent) and the Restrictive-Use Agreenment which sets forth certain
requi renents for operation of the project for the benefit of |ow and
noder at e-i ncone people in conformance with applicable FnHA regul ations. (Nane
of Owner) understands that failure to operate the project in conformance with
the restrictive-use provisions may cause a tenant or the United States to seek
enf orcenent of the provisions.

Dat e: Omner :

By:

(Title)

000
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RESTRI CTI VE- USE AGREEMENT
(To be used with paragraph (A) to Exhibit A-4 to this subpart)

(Nane of Borrower) , herein referred to as owner, and any
successors in interest agree to use the (Nanme of Project)
herein referred to as housing, as required in 7 Code of Federal Regul ations
(CFR) Part 1965, Subpart E, or other Farmers Hone Adm nistration (FrmHA)
regul ations then in existence during the 20-year period beginning (date of the
last |l oan or servicing action) for the purpose of housing | ow and noderate-
i ncomre people eligible for occupancy. A tenant or applicant for housing may
seek enforcement of this provision, as well as the United States. Prior to
(date period ends), no eligible person occupying or wi shing to occupy the
housi ng shall be required to vacate or be denied occupancy w t hout cause.
Rents, other charges, and conditions of occupancy will be established to neet
these conditions such that the effect will not differ fromwhat would have
been, had the project remained in the FnHA program The owner al so agrees to
keep a notice posted at the project for the renmainder of the restrictive-use
period, in a visible place available for tenant inspection, stating that the
project is to be used in accordance with the Housing Act, and that managenent
practices and rental rates will be consistent with those necessary to maintain
the project for the protected population for the renai nder of the restrictive-
use period. At the expiration of this period ending (date), the housing and
related facilities will be offered for sale to a qualified nonprofit
organi zati on or public agency, as determ ned by FnHA

Furthernore, the owner agrees to be bound by the applicable provisions of 7
CFR Part 1930, Subpart C, specific to tenant rights and relations for the
duration of the restrictive-use period. The owner agrees to be responsible
for ensuring that rental procedures, verification and certification of incone
and/ or enpl oynment, | ease agreenents, rent or occupancy charges, and

term nation and eviction remain consistent with the provisions set forth in 7
CFR Part 1930, Subpart C, and to adhere to applicable local, State, and
Federal laws. The owner agrees to obtain FmHA concurrence with any changes to
the preceding rental procedures that may deviate fromthose approved at the
tinme of the prepaynent, prior to inplenenting the changes. Any changes
proposed must be consistent with the objectives of the programand the

regul ations. Docunentation, including annual inconme recertifications, shal
be mai ntained to evidence conpliance in the event there is a future conpl ai nt
or audit. The owner nust be able to docunent that acceptable waiting lists
were naintained, units were rented to appropriate tenants, and rents were
established at appropriate levels. The owner agrees to nmake the docunentation
avai l abl e for Government inspection upon request. The owner and any
successors in interest agree to provide the follow ng signed and dated
certification to the applicable FnHA Servicing O fice or other designated
office within 30 days of the begi nning of each cal endar year until (date
restrictive-use period ends):
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(Nanme of Oaner) certifies that (Nane of Project) is being operated in
conpliance with the restrictive-use provisions contained in (Applicable

rel ease docunent) and the Restrictive-Use Agreenment which sets forth certain
requi renents for operation of the project for the benefit of |ow and
noder at e-i ncone people in conformance with applicable FnHA regul ations. (Nane
of Owner) understands that failure to operate the project in conformance with
the restrictive-use provisions may cause a tenant or the United States to seek
enf orcenent of the provisions.

Dat e: Omner :

By:

(Title)

000
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RESTRI CTI VE- USE AGREEMENT
(To be used with paragraph (B) to Exhibit A-4 to this subpart)

(Nanme of Borrower) , herein referred to as owner, and any
successors in interest agree to imediately attenpt to sell the
(Nanme of Project) , herein referred to as housing and rel ated

facilities to a qualified nonprofit organization or public agency, as

determ ned by Farners Home Admi nistration (FnHA) in accordance with the

provi sions of 7 Code of Federal Regulations (CFR) Part 1965, Subpart E. The
owner agrees to use the housing as required in 7 CFR Part 1965, Subpart E, or
other regulations then in existence during the sales period for the purpose of
housi ng | ow and noderate-i nconme people eligible for occupancy. A tenant or
applicant for housing may seek enforcenent of this provision, as well as the
United States. Prior to a sale to a nonprofit organization or public agency,
no eligi bl e person occupying or wishing to occupy the housing shall be
required to vacate or be denied occupancy w thout cause. Rents, other
charges, and conditions of occupancy will be established to neet these
conditions such that the effect will not differ fromwhat woul d have been, had
the project renmained in the FnHA program The owner al so agrees to keep a
notice posted at the project for the remai nder of the sales period, in a
visible place available for tenant inspection, stating that the project is to
be used in accordance with the Housing Act, and that nanagenent practices and
rental rates will be consistent with those necessary to naintain the project
for the protected population for the remai nder of the sal es period.

Furthernore, the owner agrees to be bound by the applicable provisions of 7
CFR Part 1930, Subpart C, specific to tenant rights and relations for the
duration of the sales period. The owner agrees to be responsible for ensuring
that rental procedures, verification and certification of incone and/or

enpl oynent, | ease agreenents, rent or occupancy charges, and term nation and
eviction renmain consistent with the provisions set forth in 7 CFR Part 1930,
Subpart C, and to adhere to applicable local, State, and Federal |aws. The
owner agrees to obtain FmHA concurrence with any changes to the precedi ng
rental procedures that may deviate fromthose approved at the tine of the
prepaynment, prior to inplenmenting the changes. Any changes proposed nust be
consistent with the objectives of the programand the regul ati ons.

Docunent ation, including annual incone recertifications, shall be maintained
to evidence conpliance in the event there is a future conplaint or audit. The
owner nust be able to docunment that acceptable waiting |lists were naintained,
units were rented to appropriate tenants, and rents were established at
appropriate levels. The owner agrees to nake the docunentation avail able for
Gover nnment inspection upon request. The owner and any successors in interest
agree to provide the followi ng signed and dated certification to the
applicable FHA Servicing O fice or other designated office within 30 days of
t he begi nning of each cal endar year until a sale to nonprofit organization or
publ i ¢ agency takes pl ace:
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(Nanme of Oaner) certifies that (Nane of Project) is being operated in
conpliance with the restrictive-use provisions contained in (Applicable

rel ease docunent) and the Restrictive-Use Agreenment which sets forth certain
requi renents for operation of the project for the benefit of |ow and
noder at e-i ncone people in conformance with applicable FnHA regul ations. (Nane
of Owner) understands that failure to operate the project in conformance with
the restrictive-use provisions may cause a tenant or the United States to seek
enf orcenent of the provisions.

Dat e: Omner :

By:

(Title)

000
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RESTRI CTI VE- USE AGREEMENT
(To be used with paragraph (C) to Exhibit A-4 to this subpart)

(Nane of Borrower) , herein referred to as owner, and any
successors in interest agree to use the (Nanme of Project)
herein referred to as housing, for the purpose of housing | ow and noderat e-
i ncome peopl e occupying the project at the tinme the prepaynent was accepted,
as required in 7 Code of Federal Regulations (CFR) Part 1965, Subpart E, and
ot her applicable Farners Home Administration (FnHA) regul ations then in
exi stence. No eligible person occupying the housing shall be required to
vacate prior to the end of the remaining useful life of the project wthout
cause. Rents, other charges, and conditions of occupancy wi |l be established
to nmeet these conditions for these tenants such that the effect will not
differ fromwhat woul d have been, had the project remained in the FnHA
program Existing tenants are protected to ensure that none experience new or
i ncreased rent overburden as a result of owner actions until each voluntarily
noves fromthe project. The owner al so agrees to keep a notice posted at the
project in a visible place available for tenant inspection, for the remaining

useful life of the project or until the last existing tenant volunarily
vacates, stating that the project is to be used in accordance with the Housing
Act, and that managenent practices and rental rates will be consistent with

t hose necessary to maintain the project for | ow and noderate-incone tenants.
A tenant nay seek enforcenent of this provision, as well as the United States.

Furthernore, the owner agrees to be bound by the applicable provisions of 7
CFR Part 1930, Subpart C, specific to tenant rights and relations for the
remai ning useful life of the project or until the |ast existing tenant
voluntarily vacates. The owner agrees to be responsible for ensuring that
rental procedures, verification and certification of incone and/or enpl oynent,
| ease agreenents, rent or occupancy charges, and termi nation and eviction
remai n consistent with the provisions set forth in 7 CFR Part 1930, Subpart C
and to adhere to applicable local, State, and Federal |aws. The owner agrees
to obtain FmHA concurrence with any changes to the preceding rental procedures
that may deviate fromthose approved at the tine of the prepaynent, prior to

i mpl ementi ng the changes. Any changes proposed nust be consistent with the
obj ectives of the programand the regulations. Docunentation, including
annual incone recertifications, shall be nmaintained to evidence conpliance in
the event there is a future conplaint or audit. The owner nust be able to
docunment that rents were established at appropriate |evels. The owner agrees
to make the docunentation available for Governnent inspection upon request.
The owner and any successors in interest agree to provide the follow ng signed
and dated certification to the applicable FnHA Servicing Ofice or other
designated office within 30 days of the beginning of each cal endar year unti
the last existing tenant voluntarily vacates:

(08-20-93) SPECI AL PN
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(Nanme of Oaner) certifies that (Nane of Project) is being operated in
conpliance with the restrictive-use provisions contained in (Applicable

rel ease docunent) and the Restrictive-Use Agreenment which sets forth certain
requi renents for operation of the project for the benefit of |ow and
noder at e-i ncone people in conformance with applicable FnHA regul ations. (Nane
of Owner) understands that failure to operate the project in conformance with
the restrictive-use provisions may cause a tenant or the United States to seek
enf orcenent of the provisions.

Dat e: Omner :

By:

(Title)

o000



